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Euro Parliament 
signals didike of 
deal over Central 
Bank presidency 

The European Parliament objected 
to the compromise over the Euro- 
pean Central Bank presidency. 
Members voted to obstruct Dutch- 
man Wim Duteon berg's stated 
intention to quit midway through 
his term to make way for France’s 
Jesn-Claude Trichet. Page 16 

Israelis kffl Palestinians 
Israeli warplanes raided eastern 
Lebanon overnight, killing 10 mem- 
bers of the radical Palestinian 
Fatah Uprising group. The toll was 
the highest in a single Incident 
fnskJa Lebanon since last Septem- 
ber. when 12 Israeli soldiers died in 
a botched commando raid. 

More in Kosovo ends 

US mediation In the Kosovo crisis 
paid off when Yugoslav president 
Slobodan Milosevic invited ethnic 
Albanian separatist leader Ibrahim 
Rugova for peace talks tomorrow . 
Page 2 

Brandthmd to head WHO 
Norwegian ex-premier Gro Harlem 
Brundtiand was elected director- 
general of the World Health Organ- 
isation in a secret ballot She has 
vowed global war against smoking. 

Ethiopia demands withdrawal 

Ethiopia accused African neighbour 
Eritrea of aggression and 
demanded withdrawal of its troops 
from territory in the north. 

Turks protest against shooting 
Thousands of Turks protested over 
Tuesday’s gun attack on human 
rights campaigner Akin Bi trial, who 
recovered consciousness yester- 
day. The shooting raised suspi- 
cions that the government was 
behind the shooting. 

Mudslide tod taps 140 
The number of people known to 
have died In southern Italy's mud- 
slides rose to 143 with 136 people 
still missing. 

US aid for Cuba proposed 
US senator Jesse Heims, architect 
of Washington’s anti-Cuba trade 
law, is expected to propose a 
SlOOrn US humanitarian aid pack- 
age to the island. Page 4 

Looting as Braxfi famine bites 

Police are investigating looting at 
supermarkets and food ware- 
houses as disorder spreads 
through drought-stricken northeast 
Brazil. Page 5 

Khmer Rouge oa the ran 
Cambodian government troops 
consolidated their hold on land 
captured from the Khmer Rouge 
near the Thai border as the rebels’ 
clandestine radio went off toe air. 

Count faster, says Ramos 
Philippines president Fidel Ramos 
urged vote-counters to work faster 
after supporters of Joseph Estrada, 
apparent victor in the presidential 
pods, accused the ruling party of 
trying to fix the results. 

Desperate measures 
Russian miners blocked a railway 
line and locked their bosses in 
their offices at Irrta In the north of 
the country to press demands for 
payment of wage arrears. 

Moma may return pa intings 
A New York judge ruled the 
Museum of Modem Art may return 
two paintings to the Austrian foun- 
dation that lent them. The tamfltee 
of the works’ previous owners 
claimed they were stolen from theta- 
relatives by the Nads. 

Modems auction raises $61 m 
Christie’s In New York auctioned 
52 20th century art works tor 
$61 ,3m . Page 4 


World Wide Minerals of Canada is 
seeking S220m from the former 
Soviet republic of Kazakhstan for 
allegedly faSng to honour a ura- 
nium export agreement. Page 7 

Anglo American of South Africa 
and its subsidiary. Anglogoid are to 
taka a 50 per cent stake In toe 
African exploration interests of 
Canada’s Barrick Gold and man- ' 
age them in a series of joint ven- 
tures. Page 20 

South Korea sod It would aboBsh a 
foreign shareholding Hmlt of 56 per 
cent in listed companies on June 1 
to attract oversees investment 
Page 22 

Dickson Concepts, Hong Kong - 
luxury retail group, failed to take 
control of US department store 
owner Barney's. Page 23 

ftepubBc tmlostries. US car 
dealerships and rentals chain, is to 
raise almost $2bn by spfltttog off 
Its waste management business. 
Page 17 

Fqp Photo Film, Japanese 
< photographic materials maker, 
reported higher annual protits, 
helped by strong overseas sales. 
Page 22 

Dead Sea Works. Israeli chemicals 
manufacturer, signed a memoran- 
dum of understemefing with China 
to buBd a $450m potash plant in 
QfnghaJ province, north-west 
China. Page 7 
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NEW DELHI DEFIE S WORLD OPINION AS PRESIDENT CUNTON CONDEMNS 'TERRIBLE MISTAKE' AND IMPOSES SANCTIONS 

India carries out two 

more nuclear tests iBllWIpBii 








By fieranl Bakar ta Barfln and Amy 
Louise Kazmin bi New Debt 

A defiant India exploded two 
mare nuclear devices yesterday, 
hours before US President Bill 
Clinton imposed wide-ranging 
economic sanctions on the coun- 
try for Monday’s three nuclear 
tests. 

India's Hindu nationalist-led 
government said the two latest 
underground explosions com- 
pleted “a planned series of testa’’. 

Mr Clinton, describing the tests 
as a “terrible mistake”, said US 
law gave him no choice but to 
impose the sanctions, which 
include a ban on all but humani- 
tarian aid, curbs on official lend- 
ing and restrictions on high- 
technology exports. 

“ft is important we make clear 
our categorical opposition. We 
will ask other countries to do the 
same," he said. 

Mr Clinton said be had spoken 
to Nawaz Shar if, prime minister 
of Pakistan, and urged him not to 
follow India’s lead, but indicated 
that he had received no assur- 
ances from Mr Sharif. 

“I understand the pressures an 
him at home are probably enor- 
mous. J can’t say for sure what is 
going to happen," mid the presi- 
dent, in Germany for talks with 
Chancellor Helmut Kohl before 
this weekend's economic summit 


of leading industrialised nations 
in the UK. Mr Kohl also con- 
demned the Indian tests but 
pointedly declined to say whether 
Germany would join the US in 
imposing sanctions. 

Japan, which is India’s largest 
aid donor, yesterday said it 
would freeze aid to New Delhi. 
Syutaro Hashlmoto, the prime 
minister, said the government 
would also review its position on 
yen loans to India. 

Pramod Mahajan, political 
adviser to Atal Beharl Vajpayee, 
the Indian prime minister, said 
his country was prepared to face 

ItLStOE 
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any retaliatory sanctions, includ- 
ing the cutting off of foreign aid 
and an investment slowdown. 
“India has the inherent strength 
to stand up to sanctions,” Mr 
Mahajan said, adding that the 
government continued to wel- 
come foreign investment. 

Yesterday’s teste were of two 
“sub-kilo ton" nuclear devices, 
which could be used for nuclear 
artillery shells, and other battle- 
field weapons. A government 
statement said the tests were 
“fully contained” and that there 
had been no release at radioactiv- 


ity into the atmtiipfafure^ Amid 
the widespread condemnation, 
India said it “reiterates the offer 
to consider adhering to some of 
the undertakings” of the Compre- 
hensive Test Ban Treaty. Many 
strategic analysts believe the 
tests were a necessary precursor 
to India signing the treaty. 

Under US law. any country 
which conducts a test and has 
not previously declared a nuclear 
capability automatically faces 
sanctions by Washington. 

The president can ask Congress 
for a 30-day delay to enable him 
to conduct diplomatic initiatives, 
but Mr Clinton has not done so in 
the C MB Of lwll« 

Only Congress can lift the 
sanctions, which cover all official 
loans unH leading by US hanbg to 
the Indian government and 
include a ban on defence exports 
and restrictions on certain high- 
technology exports. 

In an effort to contain the dam- 
age from the tests, Mr Clinton 
said he believed New Delhi's deci- 
sion was driven by a belief that 
the rest of the world did not fully 
appreciate India’s strength. 

But the president also acknowl- 
edged a serious failure by US 
intelligence agencies to detect 
India’s plans and announced an 
immediate and full inquiry by 
the Central Intelligence Agency 
into what had gone wrong. 
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Facing cr itici s m : Aid BDtari Vajpayee, Indian prime minister, listens to 
speakers at a m e eti ng bi New DeH yesterday. Ha political adviser said 1 
was prepared for retaKatory sanctions. Inducting a cut tai akL Picture: AP 


Suharto cuts visit as riots shake Jakarta 


By Sander Thoeoes in Jakarta 

President Suharto of Indonesia 
was yesterday forced to cut short 
a trip abroad as widespread riot- 
ing hit the capital for the first 
time sfrice-the country's eco nom y 
stomped last year. 

Riot police and soldiers 
appeared to have regained con- 
trol over two main thoroughfares 
in Jakarta last night, following a 
day of violence that left at least 
one person dead and nine 
wounded, including (me by live 
ammunition and five by rubber 
bullets. On Tuesday, six student 
demonstrators were killed In 
clashes with police. 

The protests represent the 
most serious threat in decades to 
the authority of Mr Suharto, who 
will return to Indonesia today. 


Police and soldiers reassert control after capital is hit by violence 


curtailing a visit to Cairo for a 
conference. 

Yesterday he expressed "deep 
concern" over the student kill- 
ings and urged "the whale 
nation, especially the younger 
g en e r ation and students and all 
parties to show restraint”. 

The police’s unprecedented use 
of force against students on Tues- 
day, apparently unprovoked, has 
sparked a nationwide outcry 
from public figures and the 
media, usually careful to toe the 
government fine. Amien Rais and 
other opposition leaders, as well 
as many former government offi- 
cials, said yesterday Mr Suharto 
nhnpjii resign, called on the 
military to drop its support for 
the president 


The UK and US governments, 
among others, said yesterday 
they deplored the most recent 
killings and called for political 
reform, dropping their neutral 
stance regarding domestic Indo- 
nesian politics. 

The rupiah fell 15 per cent to 
below RplQ.000 to the dollar and 
the stock market lost 8 per cent 
Markets across south east Asia 
were dragged down as concern 
Spread about Mr Suharto's hold 
on power and his ability to con- 
tinue with economic reforms. 

The most serious riots broke 
out yesterday morning after 
thousands gathered from nearby 
slum areas at a traffic crossing in 
front of Tlisaktl University, 
where the six student protesters 


had died. A second bout of pro- 
tests and looting broke out in the 
afternoon on the main street, 
Sudirman, near another student 
protest The police succeeded in 
protecting large shopping malls 
from looters but the crowds were 
able to set fire to some shops and 
vehicles in side streets, until 
after sunset 

Police were relatively 
restrained yesterday and the 
riots appeared less destructive 
than in 1996, when at least five 
people were killed after a politi- 
cal conflict moved into the 
streets. 

The recent violence may spark 
more unrest as students and 
other groups take to the streets 
again in the coming days. At 


least one protest is planned in 
the city centre today and many 
campuses nationwide have been 
preparing for large protests on 
May 20. 

Indonesia's poor and middle 
class have been hit hard by 
another round of sharp price 
rises in recent days, including for 
basic foodstuffs, following a gov- 
ernment decision last week to cut 
subsidies on fuel and public 
transport. 

“We are hungry," one man said 
almost apologetically, casting one 
eye at a motorcycle repair shop 
that had just been tanked and 
plundered. “We just can’t take it 
any more." 

Suharto hurries home. Page 8 
World Stacks, Page 38 
Cunendas, Page 27 


Nomura joins IB J in 
asset management 


It's a Gnven challenge 


By G9an Ted to Tokyo 

Nomura Securities and Industrial 
Bank of Japan, two of Japan's 
most prestigious financial institu- 
tions, are joining forces in three 
ventures aimed at tackling 
increased comp e t iti on from inter- 
national investment banks. 

The groups plan to establish 
two joint ventures in asset man- 
agement and derivatives. IBJ will 
also take a 50 per cent stake in a 
Nomura US subsidiary with a 
view to attracting mutual fund 
products to Japan. 

Jnnlchi Ujlie, Nomura presi- 
dent. said: “The target is to share 
our management resources and 
compete head to bead with for- 
eign Institutions.” 

The big US investment banks - 
Merrill Lynch, Goldman Sachs 
and Morgan Stanley - have been 
expanding rapidly in Japan to 
take advantage of the “big bang” 
deregulation of Wnanrini services. 

The deals are the first business 
! collaboration between a large 
securities bouse and a huge bank 
in Japan and may be an indica- 
tion of the scale of realignment 
to crane in financial sectors. 

Betsy Daniels, analyst at Mor- 
gan Stanley, the US investment 
bank, said: "This shows big bang 
is happening. Companies are tak- 
ing advantage of the new oppor- 
tunities to be more flexible.” 

The alliance, known minutes 
before Tokyo markets closed, was 
welcomed by investors. IBJ 
shares rose Y28 to Y880. Nomu- 
ra's rose Y65 to Y1.60Q. IBJ and 


Nomura stressed they had no 
plans to establish cross-share- 
holdings or a fully-fledged 
merger, but did not rale out 
dose: lmkn. 

Executives said the ventures 
were not expected to merge the 
groups' existing businesses bat 
allow them to enter new fields. 

Masao Nishimura, IBJ presi- 
dent and Mr Ujiie in a joint 
statement “We have agreed to 
forge these alliances in an 
attempt to offer the best financial 
services to meet demand from 
Japanese clients under Japan’s 
big hang financial reforms.” 

The announcement triggered 
speculation about alliances 
between brokers and banks. Such 
joint ventures between brokers 
and banks have been difficult in 
Japan because the Industry was 
segregated into different types of 
financial services. 

Some analysts suspect the big 
bang reforms could eventually 
lead to the creation of universal 
banking companies in the coun- 
try. Analysts said the signifi- 
cance of the agreement would 
not emerge until the companies 
provided more details of their 
plans. 

Nomura, Japan’s largest bro- 
ker, employs more than 10,000 
staff worldwide. IBJ, which 
employs more than 5.000, Is the 
largest of Japan’s long-term 
credit banks awl considered to 
have among the best corporate 
client base of any Japanese bank. 
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Clinton plea on US-Europe ties 


By Gerard Baker in Berim 

President Bill Clinton called 
yesterday for the creation of 
a transatlantic community 
built on closer economic and 
political ties between the US 
and Europe that would 
ensure lasting peace and 
prosperity for the people of 
both continents. 

Speaking to a gathering of 

German political leaders in 

Berlin, Mr Clinton paid trib- 
ute to the great progress 
made towards European 
unity In the last decade, and 
urged further efforts 
through the enlargement of 


Nato and the expansion and 
continued integration of the 
European Union. “We must 
make unity our ambition for 
the continent as a whole and 
for a new transatlantic com- 
munity," he said. 

Mr Clinton noted that the 
economic relationship 
between the US and Europe 
was the most important in 
the world. US companies 
invested as much in Europe 
as in all the other countries 
of the world combined. 
Transatlantic trade was 
worth over $500bn a year. 
One in 12 US factory work- 
ers was employed by Europe- 


an-owned companies, he 
added. 

But the president stopped 
short of offering any eco- 
nomic proposals for transat* 
1 antic relations. A proposal 
anno unced earlier this year 
by the European Commis- 
sion for the completion of a 
“transatlantic marketplace" 
ran into heavy opposition 
from France, and US and 
European officials are busy 
trying to come up with 
something less contentious. 

Mr Clinton said there were 
several threats to peace and 
security that Europe and the 
US must face together. 


including violence In Kos- 
ovo, instability in Bosnia, 
organised crime and envi- 
ronmental degradation. 

He said tbe US would 
work to strengthen ties with 
Russia, Ukraine and other 
countries of the former 
Soviet bloc, though he did 
not endorse the idea of Rus- 
sian inclusion into Nato, a 
sensitive political issue in 
the US. He offered praise for 
the efforts of President Boris 
Yeltsin's reformist cabinet 
and said: “We must support 
this Russian revolution.” 

Mr Clinton had warm 
words for Germany, and sin- 


gled out Chancellor Helmut 
Kohl for his role in unifying 
Germany and in pushing for 
closer integration within 
Europe, most notably in eco- 
nomic and monetary union. 

“Though many German 
citizens are uncertain of the 
outcome, you are clearly on 

the rigbt side of history. We 

are proud to march with 
you, shoulder to shoulder.” 

Today he will mark the 
50th anniversary of the Ber- 
lin airlift with ceremonies 
honouring the pilots who 
Dew vital supplies into Ber- 
lin during the Soviet block- 
ade in 1945. 


E German move a blow to Schroder 


By Peter Norman in Boon 

The campaign of Gerhard 
Schroder, the Social Demo- 
cratic party challenger to 
Chancellor Helmut Kohl, 
suffered a potentially serious 
setback yesterday when the 
SPD in the eastern German 
state of Saxony- Anhalt 
pressed ahead with prepar- 
ing a minority government 
supported by former commu- 
nists. 

Reinhard Hdppner, the 
state's SPD prime minister, 
unveiled the main elements 
of his government's pro- 
gramme for the next four 


years, confident be would be 
supported by the former 
m mmunis t party of Demo- 
cratic Socialism. 

Tbe PDS said it would “tol- 
erate" a minority SPD gov- 
ernment In Magdeburg with- 
out setting preconditions. 
After the April 26 Saxony- 
Anhalt election, the SPD will 
have 47 seats in the new 116- 
seat state parliament and 
the PDS 25 seats, making a 
minority SPD government 
with PDS support feasible. 

The move poses problems 
for Mr SchrOder, who with 
other SPD leaders in Bonn 
put heavy pressure on Mr 


HOppner to enter talks with 
the Christian Democratic 
Union fCDU). Mr Kohl's 
party, to form a “grand coali- 
tion'' in the state. Mr 
HOppner's decision four 
years ago to form a minority 
coalition of SPD and envi- 
ronmentalist Greens in Mag- 
deburg with tacit PDS sup- 
port was later seen as one 
reason for the SPD's failure 
to win the 1994 elections. 

T alks between the SPD 
and CDU in the state broke 
down on Tuesday evening 
after just two short sessions, 
exposing Mr Schroder to 
charges from Mr Kohl's 


Sweden’s unemployed find 
themselves back at school 

The jobless are getting hope from a big new adult education 
programme funded by the government. Greg Mclvor reports 


coalition that the SPD is con- 
sorting with former commu- 
nist enemies of Germany's 
democratic constitution. 

Mr Kohl's campaign man- 
agers have started portray- 
ing the September 27 general 
election as a contest between 
left and right, whereas Mr 
Schrfider's strategy is to 
position the SPD in “the new 
centre" of German politics. 

Wolfgang Schauble, CDU 
leader in the Bundestag, was 
quick to capitalise on Mr 
Schrader's predicament yes- 
terday. Interviewed by the 
mass circulation Bild news- 
paper, he said voters in Sep- 


Sweden 

Unemployment rate aa a % 
of labor force (n) 
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M agnus's career has 
hardly sparkled 
since he dropped out 
of upper school 13 years ago. 
After occasional work in 
shops, on ferries and then as 
a gravedigger, the 32-year 
old Stockholmer has been 
without a job for five years . 

Lacking good academic 
qualifications and consigned 
to Sweden's swollen ranks of 
long-term unemployed, pros- 
pects of finding employment 
were not bright Until, that 
is, his local labour exchange 
assigned him to a computer 
science course as part of a 
huge new government- 
funded adult education pro- 
gramme. 

The one-year course, 
which be completes this 
autumn, has put him In Une 
for a job in tbe country's 
booming information tech- 
nology sector, where trained 
technicians are in short sup- 
ply. “In an ideal world it is 
not the field I would have 
chosen. But I'm grateful 
because it has offered me a 
chance to get into the labour 
market I would not have had 
otherwise." said Magnus. 

He is among the first 
batch of 120,000 people par- 
ticipating in the govern- 
ment's kunskapslyftet - "the 
knowledge lift" - a mass 


adult education scheme 
launched last year amid 
great fanfare by Gtiran Pen; 
son. the prime minis ter . 

One of the biggest state 
tr aining 1 projects of its kind 
In Europe, the programme is 
planned to run until 2002. By 
then it will have encom- 
passed up to 625.000 people - 
equivalent to 15 per cent of 
Sweden's workforce - at a 
cost to taxpayers of more 
than SKr20bn (£L63bnL 

The idea Is to provide a 
second chance for adults to 
achieve upper-secondary 
qualifications and to 
enhance vocational skills. 
Courses range from basic 
mathematics, language and 
science subjects to studies 
directed at specific sectors 
wbere labour supply is tight, 
such as IT and nursing. 

The kunskapslyftet is the 
fulcrum of the Social Demo- 
cratic government's drive to 
reduce the official unemploy- 
ment rate of 6.4 per cent to 4 
per cent by 2000. By raising 
educational and skills levels, 
ministers assert, workers 
will be better qualified for 
the jobs created by expected 
economic expansion. 

“The training as such does 
not create jobs, but it gives 
people the chance to take 
the jobs which arise from 


economic growth," said 
Anders Franzen, senior 
adviser to the kunskapslyftet 
secretariat at Stockholm's 
education ministry. “Our 
studies show even people 
currently in work who don't 
have these levels of educa- 
tion won’t necessarily be 
able to retain their jobs." 

Most agree tbat raising 
education levels is a noble 
ambition. But opinions 
diverge on whether the 
money is well spent 

Cynics joke that Sweden 
already has the world's best- 
educated taxi drivers. The 
country spends 6.7 per cent 
of gross domestic product on 
education, more than any 
other country in the Organi- 
sation for Economic 
Co-operation and Develop- 
ment apart from Denmark. 
And only Denmark spends 
more on labour market 
training programmes. 

Employment, said sceptics, 
would be better served by 
loosening rigid labour mar- 
ket regulations than by 
pouring money indiscrimi- 
nately into training courses. 

Jan Herin, chief economist 
at tbe Swedish Confedera- 
tion of Employers, described 
the kunskapslyftet as “either 
a shot in tbe air or a shot in 
the foot". He argued the 



LEGAL NOTICES 


fONGSCROFT INSURANCE COMPANY LIMITED 
(formerly Kraft Insurance: Company Limited, 
Dart and Kraft Insurance Company Limited, »n«t 
Dart Insurance Company Limited) 
and 

WALBROOK INSURANCE COMPANY LIMITED 
and 

EL PASO INSURANCE COMPANY LIMITED 
and 

LIME STREET INSURANCE COMPANY LIMITED 
(formerly Louisville Insurance Company limited) 
and 

MUTUAL REINSURANCE COMPANY LIMITED 

(‘the KWELM companies') 

Notice is hereby given that (he fourth ANNUAL MEETING of 
(he Scheme Creditors of the KWELM companies convened 
pursuant to clause 6.1 of the Scheme of Arrangement ('die 
Arrangement'! will be held at 2.30pm [Pacific Daylight Time) 
on Tuesday 23 June 1998 » the Park Hyatt at Century City, 
2151 Avenue of the Stare. Los Angeles. CA 90067, USA. The 
Scheme Administrators' report on cite conduct of die affair * of 
the KWELM companies Gar the year u> 31 December 1997 shall 
be laid before the meeting. 

Scheme Creditors may attend in person (or, if a corporation, 
by a duly authorised repr es entative) or they may appoint 
another person, whether a Scheme Creditor or not, u their 
representative to attend in their place. Forms of 
representation for use at the said meeting, copies of the 
Scheme Administrators' report and the Arrangement 
document incorporating the terms of the Arrangement are 
available on request to the Scheme Administrators at the 
address set out below. 

Dated this 12 May I9?8 Address for correspondence'. 

C J Hughes and I D B Bond Coopers A Lybrand 


French unions 
stage one-day 
rail strike 


Scheme Administrators 
of the KWELM companies 


Plumtrec Court 
London EC4A +HT 
United Kingdom 
Telephone + 44 171 583 5000 
Fax + 44 171 212 6708 


A London meeting of the Scheme Creditors of the KWELM 
companies will be held at 2.00pm on Thursday 2 July ai the 
Coopers St Lybrand Training Centre, 2-3 Bloomsbury Square, 
London WCl 2RL United Kingdom, for creditors who find 
London more conven i ent than Los Angeles. 


By Robert Graham to Parts 

The main French railway 
unions staged a disruptive 
24-hour strike yesterday in a 
show of strength ahead of a 
management pay offer 

expected next week. 

The strike, called by five 
of the largest unions of the 
nine in the railways, caused 
most disruption to local and 
regional services. In the 
Paris region, the absence or 
commuter services led to 
large early morning traffic 
jams on the trunk roads into 
the capital. 

The SNCF, the state-run 
operating company, said ser- 
vices on international con- 
nections and the main TGV 
high-speed routes were 
reduced by one-third and 
two-thirds. Service on the 
Eurostar Paris-London line 
was normal. 

This was the first serious 
industrial action in more 
than a year by one of 
France’s most powerful 
branches of organised 
labour. The unions fear that 
the Socialist-led government 
of Lionel Jospin, prime min- 
I ister, will seek to limit wage 
increases, citing budgetary 
constraints and the railways' 
need to break even. 

The unions said yesterday 
they bad no wish to resort to 
industrial action next 


month, when France hosts 
the World Cup football tour- 
nament. A spokesman for 
the CGT union federation, 
Bernard Thlbault. said: “I 
can promise that the. CGT 
has never planned to disrupt 
transport during the World 
Cup. But you can't say that 
just because there's a World 
Cup there won't be any more 
social conflicts." 

The unions' stance 
appeared to be an attempt to 
put the onus on the SNCF 
management and its pay- 
masters in the government 
to settle the unions' 
demands. The government 
already faces a heavy bill, 
having agreed in January to 
a L3 per cent wage Increase 
for public sector employees j 
this year and in 1999. This is ; 
against headline Inflation 
forecast - confirmed by yes- 
terday’s figures for April - 
of 1 per cent in 1996. As a 
result, most of the extra rev- 
enues arising from increased 
economic growth this year 
will be absorbed by the lat- 
ter pay rise. 

The railways' manage- 
ment. employing 174,000 
people, face a special prob- , 
lem In pay increases because < 
of a system of promotions : 
and automatic seniority j 
increments that add some 2.2 j 
per cent to annual payroll : 
costs. I 


t ember had a clear choice 
between Mr Kohl's coalition 
or a coalition of SPD and 
Greens which “might or 
might not" be supported by 
the PDS. 

However, Franz MQntefer- 
ing, the SPD general secre- 
tary. pledged there “will be 
no SPD-Ied government at 
the national level which 
depends directly or indi- 
rectly on the PDS". 

He predicted that events in 
Magdeburg would have no 
effect on the general election 
because west German voters 
realised the situation in east- 
ern Germany was different. 
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courses are not sufficiently 
vocational, nor closely 
enough targeted to partici- 
pants' needs or abilities - 
criticisms frequently voiced 
by participants themselves. 

Some economists and 
opposition politicians claim 
the scheme is merely an 
expensive ruse to massage 
unemployment down to the 
government's 4 per cent 
comfort level 
The assertion is not 
wholly baseless: all kunskap- 
slyftet participants are 
classed as students and in 
consequence are excluded 
from the workforce - a 
prime reason for a drop in 
the unemployment rate from 
8.3 per cent one year ago. 

Others complained the 
sheer size of the scheme is 
distorting the labour market 
and exacerbating a labour 
shortage currently being 
experienced in some occupa- 
tions such as metalworking. 
“Just as we are seeing 


increased demand for labour 
tbe workforce has been 
reduced by more than 2 per 
cent [because of the kun- 
skapslyfmV said Anne Wib- 
ble, a former finance minis- 
ter who is now chief 
economist at the Federation 
of Swedish Industries. 

One official who oversees 
kunskapslyftet courses in 
Stockholm said there was a 
risk that participants use the 
programme as a means to 
prolong their unemployment 
period rather than to find 
work. “For most it does not 
lead to a job. and for some 
studying becomes an alter- 
native to finding work." 

For people such as Mag- 
nus, the scheme does at least 
enhance prospects or finding 
work. And at a time when 
employers complain of fall- 
ing education -and skills lev- 
els, the hope is the long-term 
boost to industrial competi- 
tiveness will turn out to jus- 
tify the investment 


Milosevic 
to meet 
Kosovo 
leader 

By Gay Dtoraore in Belgrade 

I Slobodan Milosevic, Yugo- 
slavia's president, and the 
j leader of Kosovo's ethnic 
; Albanian majority will meet 
! for the first time tomorrow 
against a background of vto- 
j fence in the Serbian prov- 
ince that threatens to spark 
a wider Balkan war. 

The breakthrough was 
announced yesterday by two 
US envoys. Richard Hol- 
brooke and Robert Gelbard. 
who succeeded after four 
days of intensive talks where 
European diplomats had 
foiled before them. 

The meeting In Belgrade is 
to be followed wi thin a week 
by talks between negotiating 
teams of the two sides at 
least once a week in Kos- 
ovo's capital, Pristina. 

In a concession to Mr Mil- 
osevic, no foreign mediator 
will be present, but Mr Hol- 
brooke made it clear that US 
involvement in the peace 
process would continue. 

Mr Gelbard said he would 
call an early meeting of the 
six-nation Contact Group. 
US officials indicated, if seri- 
ous dialogue began, tbe US 
and its European allies 
would lift a ban on foreign 
investments that was 
imposed on Serbia this 
month. 

Other sanctions levelled 
over the past two months, 
including a freeze on govern- 
ment credits and a UN arms 
embargo, would require fur- 
ther concessions from Mr 
Milosevic such as with- 
drawal of the special police 
forces that massacred civil- 
ians in Kosovo in February 
and March. 

“After years of non- 
communication. escalating 
violence and the threat of a 
truly regional war, the two 
leaders and their teams will 
finally meet face to face," Mr 
Holbrooke said. 

But difficulties lay ahead. 
The two sides, he said, had 
made no substantive change 
in their positions. Mr 
Rugova, leader of the Demo- 
cratic League of Kosovo, said 
he will demand full indepen- 
dence for Kosovo, a stance 
that finds little or no inter- 
national support Mr Milos- 
evic proposes strictly limited 
self-rule. 

Mr Holbrooke, who negoti- 
ated an rad to the 1992-95 
Bosnian civil war with the 
help of US air strikes on 
Serb positions, said he did 
not expect the violence tn 
Kosovo to stop with the start 
of peace talks. 

Serbian security forces are 
taking casualties each day 
from the shadowy Kosovo 
Liberation Army (KLA), 
which Washington said is 
supported by Islamic funda- 
mentalists based in Iran. 

Political parties in Kosovo 
have links with tbe KLA at 
the village level, but Mr 
Rugova has no control over 
the rebels. 


NEWS DIGEST 


Kiev warning 
over relations 
with the EU 


By Charles Oliver and 
Stefan Wagstyl ta Kiev 

Ukraine’s new foreign 
minis ter has warned that a 
gap coold grow between 
Ukraine and the west unless 
the European Union fosters 
better relations with Kiev. 

Without naming Russia, 
Boris Tarasyuk told the FT 
in an interview that Ukraine 
could be pushed closer to 
“somebody's sphere of influ- 
ence" as a result of Brus- 
sels's coolness towards 
Ukraine. which has 
expressed its desire to enter 
the EU in tbe long term, 

Mr Tarasyuk. Ukraine's 
former ambassador to Brus- 
sels, criticised unnamed EU 
member states for deliber- 
ately impeding Ukraine's 
progress towards closer rela- 
tions with the EU. 

“It might lead to the 
understanding here that 
nobody wants us to be in 
greater Europe, that we 
belong to something else, let 
us call it a Eurasian space, 
or to somebody's sphere of 
influence. . .This would be a 
signal which would push 
Ukraine from Europe,” he 
said. 

Ukraine's official position 
on relations with Russia and 
western Europe, reiterated 
recently by President Leonid 
Kuchma, is that it wants 


“integration” with European 
and Euro-Atlantic structures 
and “co-operation" with Rus- 
sia and the Commonwealth 
of Independent States (CIS). 

But Ukraine, with 50m 
people and a per capita gross 
domestic product of $1,000, 
has laced opposition to Its 
bid to deepen links with the 
EU since the early 1990s. 

Mr Tarasyuk expressed his 
frustration that it took EU 
member states four years to 
ratify a Partnership and 
Co-operation Agreement 
with Ukraine, which was 
signed In 1994 and entered 
into force only in March. 

“Being in Brussels, I was 
surprised at the slow pace of 
process of ratification of this 
agreement by EU member 
states. Certainly, this was 
intentional, and the question 
is why this approach was 
taken," he said. 

Mr Tarasyuk acknowl- 
edged that Ukraine's slow 
record of economic reforms 
was hurting its relations 
with EU countries. 

He was careful to stress 
that, at least for the time 
being, Ukraine would remain 
conservative In its approach 
to relations with Russia and 
other CIS countries, empha- 
sising the word “co-opera- 
tion" rather than “integra- 
tion" with its northern 
neighbour. 


SPANISH ECONOMY 


Opposition disputes real 
level of government deficit 

A war oi figures broke out yesterday over the real level of 
Span's government deficit after charges by Josd Borrell, the 
opposition Socialist party's new candidate for prune mjnteter, 
that the centre -rig} it administration was "camouflaging" a 
shortfall in social security payments. 

Rodrigo Rato, finance minister, dismissed the ch arges as 
"uUerty false". However, Mr Borrell returned to the attack, 
saying his allegations were based on a report from the prime 
minister's budget office. He claimed that there was an annual 
gap of Pta280bn iS1.8bn) between contributions accounted for 
and those actually received, and that the amount outstanding 
had reached a total of Pta1,580t>n. 

Experts said the dispute stemmed from a switch in 
accounting criteria since 1994 from a cash basis, recording 
payments when they are made, to an accrual principle, based 
on commitments. Officiate said last year's unpaid contributions 
were Pta38bn. Part of this had since been recovered and there 
was no “camouflage", they said. David White, Madrid 

GREEK PRIVATISATIONS 

Athens sets out timetable 

Greece yesterday announced the partial privatisation of it 
state-con trailed enterprises over the next IB months through 
the safe of strategic stakes to private investors and flotations 
on the Athens stock exchange. Because of past delays in 
launching privatisations, the Socialist government had been 
under pressure to set a firm timetable for its programme of 
disposals. 

Yannos Papantoniou, economy minister, said the programme 
would be launched In June with the sale of a 20 per cent stake 
in Hellenic Petroleum, the state od refining group, to be 
followed in September by a third offering of shares m GTE, the 
public telecoms operator. 

Greece's chances of achieving membership of the euro by 
the target date of January 1 2001 wBI depend to a large extent 
on a rapid restrucluring of the public sector, which accounts for 
about 60 per cent of GDP. Kerin Hope, Athens 


EU AID PROGRAMME 

Poland promises project details 

Poland, under criticism from European Union officiate for delays 
in providing details of aid projects to be financed by the EU's 
Phare programme, has promised to meet the EU's deadline of 
May 1 5 for delivering the necessary documents. 

Ryszard Czamecki, head of the government's Committee for 
European Integration, said yesterday work on the projects, 
worth Ecu 2 12m ($235m) to be financed out of the EU's 1998 
budget, had proceeded “more quickly than ever before". Any 
criticism “arose from a lack of knowledge and memories of 
what went before". 

Last week Hans van den Broek, the EU's commissioner for 
external affairs, warned the Poles that their budget allocation 
for the this year’s Phare programme could be lost if the 
projects were not delivered this week. 

Mr Czamecki said previous governments had run up delays 
of 12 months or more in agreeing annual Phare programmes 
with the EU. These programmes help to finance the 
modernisation of Polish institutions and fund infrastructural 
projects such as roads -and frontier installations. However. 
Polish officials are confident that new and speedier consultation 
procedures with the EU mean that this year’s programme will 
be agreed by autumn. Christopher Bobinski, Warsaw 


TOBACCO ADVERTISING 

MEPs vote for EU ban 

All forms of advertising for tobacco in the European Union will 
become illegal after the European Parliament’s approval 
yesterday of a total ban. The decision ends a decade-long tug 
of war between EU legislators and pressure groups backed by 
the tobacco industry and media trade bodies. The failure to 
secure approval for any of 65 proposed amendments means 
the directive wiH have to be translated into national legislation 
by the EU's 15 countries within three years. 

Individual states can exempt the press from the ban for 
another year. Sponsorship of events by tobacco companies will 
be allowed for another two years, while sponsorship of 
worldwide events such as the soccer World Cup and Formula 
One racing wiH be tolerated until October 2006 at the latest. 

Christian Cabral, the French MEP and surgeon who drafted 
the report, said the outcome was “the first step towards 
diminishing tobacco consumption". The parliament's decision 
was attacked by lobby groups. The Confederation of European 
Community Cigarette Manufacturers said it would take legal 
action against the decision. Samer hskandar, Strasbourg 


DEUTSCHE POST 

Expansion plans announced 

Deutsche Post, the German mail service, which is being 
advised by N. M. Rothschild ahead of its stock market Iteting in 
2000, said yesterday it was looking to build its European parcel 
network through acquisitions and partnerships. 

Possible areas of expansion include France, the UK and 
Spain. Deutsche Post recently took a 22.5 per cent stake In 
DHL International, the international courier. 

The group, which is owned by the German government, also 
said it would pay a DM1 03m ($56.5m) dividend - its first - after 
lifting operating profits from DM576m to DM 752m in 1997. 
Ralph Atkins, Bonn 
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INDIA’S NUCLEAR TESTS 


P*.!f.!gT*!lf.Jg* g TI011 CLINTON'S C ALL MILITARY BALANCE DOES INDIA NOW HAVE A USEABLE NUCLEAR WEAPON? 


Tit for tat Looking for a home-grown deterrent 


pressure on 
Islamabad 


By Alexander Mart, 
Defence Correspondent 


By Fartian Bokttari in btenabad 

Pakistan last night appeared 
to be heading for a tit for tat 
response to India’s nuclear 
tests after Gauhar Ayub, the 
foreign minister, declared 
that: "India’s actions, which 
pose an immediate and 
grave threat to Pakistan’s 
security, win not go unan- 
swered, I repeat, not go 
unanswered." 

President Bin Clinton had 
expressed his concerns ear- 
lier in a telephone conversa- 
tion with Nawaz Sharif. 
Pakistan’s prime minister. 
According to a statement 
issued by the prime minis- 
ter’s office. 

he told the US president that 
Pakistan "had no option but 
to take appropriate measures 
to protect its sovereignty 
and security in accordance 
with the aspirations of its 
people". 

The exchanges came in a 
day of heightening tensions 
and fresh diplomatic activity 
aimed at dissuading Islama- 
bad from responding in a 
hostile manner. 

Pakistan’s powerful mili- 
tary, which has ruled the 
country for half Its 50-year 
history and which Is still 
regarded as the real power 
behind the politicians, also 
took centre stage yesterday. 
General Jehangir Karamat, 
army commander in chief, 
held emergency talks with 
the prime minis ter, who 
chairs the cabinet defence 
co-ordination committee. 

“The meeting affirmed the 
government’s determination 
to reject any unilateral, 
selective and discriminatory 
pressure from any quarter 
on matters pertaining to 
national security," according 


to a government statement 

Analysts said that alter 
India’s two tests yesterday, 
Pakistan faces increasing 
pressure to conduct its own 
test. “Local opinion will 
de m and some action: If they 
don’t test, they'll be consid- 
ered weak, but if they do, 
the effect of punitive sanc- 
tions could be crippling” 
said a senior diplomat 

In Karachi, top business- 
men warned against the con- 
sequences of sanctions, 
which they said could be 
devastating far the economy. 
“It’s the economic bomb 
whose consequences will be 
more severe," said Nasir Ali 
Shah Bukhari, head of 
KhwiHra Ali Shah Bukhari 
brokerage house. 

Businessmen- said Pakis- 
tan's tlbn foreign exchange 
reserves, enough for less 
than four weeks’ imports, 
would dry up very quickly. 
Pakistan currently has a 
$1.6bn three-year IMF 
loan. which is considered an 
important guarantor of con- 
fidence in domestic markets. 

If the government decided 
to cany out nuclear tests it 
would trigger US-hacked 
sanctions, certain to tnHnde 
blockage of funding from the 
World Bank and the IMF. 

Privately, an official said 
that prompt action by Wash- 
ington. such as lifting a 1990 
ban on the sale of military 
hardware to Islamabad, 
could help to “influence sen- 
timents”. 

However, another warned 
that, given the nature of the 
perceived build-up. many 
Pakistanis would be tempted 
to take the risk of economic 
chaos if security needs 
forced the country to 
respond to India. 


INDIA’S STRATEGY MORE TESTS? 





Delhi may be 
preparing way 
to sign treaty 


By Peter Montagnon, Asia 
Editor, in London 

Rarely can there have been 
such a determined gesture of 
defiance as India’s 
announcement of two more 
nuclear tests just hours 
before President Clinton was 
due to Impose sanctions Ah' 
the three tests conducted on 
Monday. 

“We have taken this step 
with a lot of thought, and 
this was not a political gim- 
mick,” said Atal Bebari 
Vajpayee, the prime minis- 
ter. "IT we have to take a 
difficult route we will not 
shy away from, it" 

But if the new tests have 
raised the stakes in what has 
become a war of nerves 
between India and the rest of 
the world, they also appear 
to point to a possible way 
out of the crisis. 

“What they're doing has 
really cleared the way for 
joining the Comprehensive 
Test Ban Treaty tCTBT),” 
said Sujlt Dutta, visiting fel- 
low at the US Institute of 
Peace in Washingt on. If 
India is to join the CTBT. 
then it has to complete the 
tests.” 

India would then be fol- 
lowing the route taken by 
both France and China or 
completing tests that would 
allow them to conduct com- 
puter simulations and main- 
tain their deterrents before 
they signed the treaty. 

Ultimately Pakistan, 
which has mode little secret 
of its nuclear capability, 
should also be made to join 
the fold, believes Mr Dutta, 
whose -main base is the Insti- 
tute of Defence Studies in 
New Delhi. 

Other analysts also argue 
that India may now come 
under intense pressure to 
sign the CTBT. But there are 
questions both about how 
seriously it wants to join and 
about whether its risky 
strategy will pay off. 

Yesterday's announcement 
confirmed an end to "th© 
planned series of tests,” but 
did not explicitly exclude the 
possibility of a second seras, 
and it talked only of 
adhering to “some of t ne 
undertakings" of the CTBT. 

Confidence would have 
been greater if India had 
been more explicit, ©spe- 
cially since any concessions 
it makes now will look nke 
bowing to outside presses* 
said Gerald Segal of the 
International Institute for 


Strategic Studies in London. 

Besides, there are risks 
that India could find itself 
seriously isolated, India sees 
the tests as a means of mak- 
ing the world take it seri- 
ously, said said Damon Bris- 
tow of the UK's Royal United 
Services Institute. “The 
question is what sort of rec- 
ognition are they going to 
get?" 

The nightmare scenario 
for India runs as follows, he 
says. China continues to 
respond in a responsible way 
which brings it closer to the 
US. Pakistan is persuaded to 
take the high moral ground 
and refrains from testing its 
own weapon. That also 
brings it closer to the US, as 
well as a large dollop of aid. 
leaving India well and truly 
out in the cold. 

Yet the chances of Pakis- 
tan showing such forbear- 
ance must look slimmer 
after the second round of 
Indian tests while India also 
seems ready and willing to 
accept the sanctions that 
have now been Imposed. 

“The Indian government 
has done some careful calcu- 
lations on what the sanc- 
tions mean," said Ghautem 
Sen of the London School of 
Economics. They won’t 
mean - much in money 
terms.” 

The most serious impact 
seems likely to come from 
withdrawal of Eximbank 
guarantees on large infra- 
structure projects, especially 
in the power sector which, 
ironically, Mr Vajpayee’s 
government has been keen 
to push. . 

A block i» new lend in g by 
the International Monetary 
Fund and the World Bank 
matters less to India. It 
would matter much more to 
Pakistan if similar sanctions 
were applied in the event of 

it conducting a test. Pakis- 
tan has low " foreign 
exchange reserves, high debt 
and is heavily dependent on 
IMF support 

The US must be hoping 
such considerations may 
deter Pakistan, though the 
domestic pressure on Nawaz 
Sharif, the prime minister,- 
to flex ids country's nuclear 
muscles will now be consid- 
erable. 

Ultimately the best way 
out may indeed be to bring 
♦VioflP. countries . into .the fold 
of the .CTB^. "This is an 
opportunity for India which 
everybody hopes Jt will -I 


India's nuclear tests are part 
of an effort to develop 
sophisticated warheads 
small enough for its Agni 
and Prithvi missiles. 

From data available so for. 
however, it is impossible to 
tell whether the tests have 
advanced Indian scientists 
towards this goaL 

Some scientists were cast- 
ing doubt yesterday on 
whether India had exploded 
a thermonuclear device, as 
was claimed in Monday's 
aonouncanent by the prime 
minister. Atul Behari 
Vajpayee. 

Roger Clark, a seismolo- 
gist at Leeds Uni v e rsi ty , said 
sfflsmographic data showed a 
stogie explosion to the Raja- 
sthan desert rather than 
three separate bangs. The 
explanation could be either 
that separate tests were car- 
ried out virtually simulta- 
neously in almost the same 
location, or that the three 
devices - tactical fission, 
low yield and thermonuclear 
- referred to by Mr Vajpayee 
were to fact all part of the 
same bomb. 

However, the data showed 
the estimated force of the 
explosion was only 20 kilo- 
tons, much smaller than the 


100 kilotons or so which 
might be expected. Scientists 
said India would have 
achieved a high degree of 
sophistication if it produced 
an explosion as gmah as this 
containing all three ele- 
ments. 

Norman Dombey, profes- 
sor of theoretical physics at 
Sussex University, said both 
an early Soviet test and a 
Baritish test in 1957 bad been 
claimed as thermonuclear 
when in fact they were not, 
“Perhaps the Indians are 
do in g the same thing.” 

Suzanna van Moyland, a 
researcher at the Verifica- 
tion Technology Information 
Centre in London, said how- 
ever that a 20 kiloton explo- 
sion was technically feasible 
given India’s scientific capa- 
bilities. 

Yesterday’s tests were far 
s maller , registering no more 
than a small earthquake. 
But if India did succeed In 
exploding a thermonuclear 
device on Monday, it would 
have made a considerable 
advance since it carried oat 
a more simple fission explo- 
sion in 1974. 

Since China cazried out its 
first nuclear test in 1964, 
India has been seeking to 
develop a nuclear capability 
which could deter its near 
neighbours. 


i 
£ 





Islamabad is an hoar’s 
flight from New Delhi. “The 
two countries are so close 
that a suitcase bomb would 
be a strategic weapon,” says 
a western analyst While it is 
not known whether either 


country has thought to such 
terms. It is generally 
assumed that. India could 
deliver crude nuclear bombs 
simply by dropping them 
from aircraft. 

The most common belief Is 


that the Indian Air Force 
could use some of its 95 Jag- 
uar fighter-bombers to drop 
unguided nuclear bombs. 
India also possesses hun- 
dreds of MiG fighters and 
some Mirages. There is no 


certainty about the number 
of droppable weapons which 
it might possess, although 
some expWts believe esti- 
mates of 60 to 100 are too 
high. 

Defence experts believe 
India is still a long way, 
however, from developing 
nuclear warheads which 
could be deployed on its two 
ballistic missiles, the 
short-range Prithvi and the 
medium-range Agni. 

An Indian defence analyst 
yesterday expressed scepti- 
cism about New Delhi's 
capabilities. “In my judg- 
ment we don't have a missile 
that can be deployed with a 
nuclear warhead," he said. 

The Prithvi ’s short range 
means it is designed for use 
against Pakistan. The Indian 
Army has deployed a 150km- 
range version for use as a 
tactical weapon on the bat- 
tlefield. It can carry a 
1,000kg warhead, big enough 
to be nuclear if the warhead 
is miniaturised enough. The 
Air Force version, which has 
also been deployed, has a 
range of 250km. 

The Agni's longer 1,500km 
to 2£00km range has China 
to mind. But the programme 
does not yet appear to have 
gone beyond the “technology 
demonstrator" stage, so it is 
not yet in production. 



Innovation in 


GLOBAL COMMUNICATIONS. 


There’s a name for that. 


MAKE THAT TWO 





C J^fow that U S WEST International is also 
known as MediaOne International, 
you can expect to see more of the 
forward-thinking telecom success 
you've seen from us in the past. 

Our success has included the world's 
first PCN wireless service and the world's 
first combined cable telephone service in the 
UK. Not to mention the first and now largest 
analog and digital wireless services in 
Central Europe. And cable telephone 


services in five international markets , 
including the world's most highly penetrated 
markets. 

Although it may seem unusual for a 
company to have two names, some would 
argue that success such as ours is equally 
unusual. Basically, if you're looking For 
innovation in global communications, just 
look for the one company. 

The one company with two names, 
that is. 
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ANTITRUST ACTION THE US JUSTICE DEPARTMENT MAY START GROUND-BREAKING LITIGATION TODAY EVEN T HOUGH THE COMPANY'S AR GUMENT S HAVE FOUND N EW SUPPORT ' - J 


Microsoft off one hook but sharpest barbs to come 


By Louise Kehoe 
in San Francisco 


F or a company facing 
groundbreaking anti- 
trust litigation from 
the massed ranks of the Jus- 
tice Department and about a 
quarter of the states of the 
union, Microsoft's spirits 
may be surprisingly high. 

An appeals court ruling 
late on Tuesday favourable 
to the software company and 
the decision of one state 
attorney-general to pull back 
from the rush to sue have 
suggested that Microsoft's 
arguments are starting to be 
heard. 


It also appears unlikely 
that legal action will force 
the world's biggest and best- 
known computer software 
company to delay the 
planned shipment of Win- 
dows 98, Its new PC operat- 
ing system program, to PC 
manufacturers tomorrow. 

Late on Tuesday, an 
appeals court in Washington 
ruled that a lower court's 
order requiring Microsoft to 
offer its Internet Explorer 
browser software separately 
from its Windows 96 operat- 
ing system does not apply to 
Windows 98. 

Windows 95 is the most 
widely used PC program and 


Windows 98 is its successor. 

“Whatever the United 
States’s chances of winning 
permanent injunctive relief 
with respect to Windows 
95... they appear very weak 
with respect to Windows 98," 
the three-judge panel ruled 
unanimo usly. 

Moreover, the judges said 
an earlier antitrust settle- 
ment agreement should not 
be interpreted to preclude 
distribution of Windows 98. 
To do so would “put judges 
and juries in the unwelcome 
position of designing com- 
puters," the panel said, quot- 
ing case law. 

This goes to the heart of 


Microsoft's argument that it 
must be allowed to continue 
to add new features to its 
operating system products, 
unfettered by government 
controls- 

The company believes the 
government should not med- 
dle with technology innova- 
tion and that to do so might 
undermine the success of the 
entire personal computer 
Industry. 

And Texas attorney-gen- 
eral Dan Morales could be 
about to agree. He said he 
would confer with the state’s 
computer manufacturers 
“over the next few weeks" 
and “hear their concerns" 


before deciding whether to 
bring antitrust action 
against Microsoft. 

Texas is borne to Compaq 
Computer and Dell 
Computer, two of the world’s 
largest PC manufacturers. 
Microsoft has argued that 
any action to delay Windows 
98 could slow PC sales. 

Nonetheless, the Justice 
Department and some states 
are expected to launch new 
lawsuits charging the 
company with exclusionary 
and predatory practices 
aimed at limiting 

rmppgtirtpn 

The actions are 

“imminent”, according to 


senior government sources, 
and may even come today. 

The government’s 
investigation is much 
broader than the legality of 
a single product The lawsuit 
it is preparing Is expected to 
shift the focus to allegations 
that the company has 
attempted to extend its 
“Windows monopoly" 
through contracts forcing PC 

marnifa rrtiir p T C and internet 

service providers to give 
prominence to Microsoft 
products. 

Also at issue is the 

software company's control 
over which internet services 
and software are 


Helms’ bill 


seeks $100m 
aid for Cuba 


By Stephen Fk&er 

in Washington 


Senator Jesse Helms, the 
architect of a controversial 
law which imposes US sanc- 
tions on companies trading 
in assets confiscated by 
Cuba, is today expected to 
propose legislation to pro- 
vide a SiOOm US government 
humanitarian aid package 
for the island. 

The proposal is to channel 
up to SlOOm of US govern- 
ment food aid to Cuba over 
four years, through non-gov- 
ernmental organisations 
such as Caritas. the Roman 
Catholic relief organisation 
in Cuba. If successful, the 
bill would also authorise 
direct humanitarian flights 
to deliver the aid. 

The bill is being entitled 
Solidaridad by the Republi- 
can senator from North Car- 
olina, who Is chairman of 
the Senate foreign relations 
committee, in conscious imi- 
tation of the group that pro- 
tested against Communist 
rule in Poland. Another bill, 
expected to be presented by 
Cuban-American legislators 
in the House, will also pro- 
pose aid for Cuba but define 
more narrowly those entitled 
to receive iL The differences, 
according to a congressional 
aide, should be reconcilable 
in conference discussions. 

The proposal was first 
aired in January by the 
Cuban American National 
Foundation (CANF), the 
most vociferous Cuban exile 
group in the US. and quickly 
backed by Mr Helms. How- 
ever. it was immediately 
condemned by Cuba's Presi- 
dent Fidel Castro, who said 
the help was being offered 
by people who “doily stick 
ever deeper the killer knife 
to impede our social and eco- 
nomic development". 

However, the new bill's 
backers argue that the 
Cuban leader will lose 
whether he accepts the offer 
or not. if he declined it, he 
would be responsible for 
adding to the deprivation of 
Cubans, but if he accepted, it 
would strengthen the church 
and undermine bis control. 

The move reflects in part a 


changing political atmo- 
sphere in the US towards 
Cuba as various groups dis- 
tance themselves from what 
has been described as a 
“long-distance civil war" 
between the Cuban exile 
community in the US and 
the Cuban leadership. 

This fallows the death last 
year of Jorge Mas Canosa, 
head of the CANF, and an 
increasing diversity of 
Cuban opinion In the US. US 
business groups have also 
sought an easing of the 
embargo. Staffers from Mr 
Helms's c ommi ttee also vis- 
ited Cuba in January. 

Signifying the growing 
divergence of opinion among 
Cuban Americans, the CANF 
initiative was initially 
received unenthusiastically 
by the three Cuban- 
Americans in the House: 
Republicans Diana Ros-Leh- 
tinen and Lincoln Diaz-Bal- 
art of Florida and Robert 
Menendez. a Democrat from 
New Jersey. This reflected in 
part their suspicion about 
the role the church has 
played in Castro’s Cuba. 

Both propositions are said 
by some observers to be 
aimed at limiting any fur- 
ther moves to relax the 
embargo by the administra- 
tion and keeping as much 
control of it in the hands of 
the Congress. “Heims and 
his people recognise that if 
they want to be continuing 
players in this, then they 
have to have some new 
ideas." said Peter Hakim of 
the Inter American Dialogue, 
a Washington think tank. 

The Helms move follows a 
decision by the administra- 
tion in March to ease some 
US sanctions against Cuba. 
This lifted the ban on remit- 
tances by Cuban-Americans 
to tbeir families and friends 
in Cuba, widely ignored in 
practice, which limited the 
amount to 9300 every three 
months. It also allowed 
direct flights to be resumed 
for certain purposes, and 
made It easier to send food 
and medicine to the island. 
An announcement is expec- 
ted soon on exactly how the 
new regulations will work, 
the State Department said. 



Gesture po&bcs: FhM Castro 0o(f) condemned the aid propo se d by Jesse Helms 


Anti-Castro front in Miami 


shows signs of splintering 


Death of Jorge Mas Canosa reveals dependency on political 
access organisation’s leader enjoyed. Henry Hamman reports 


M iami’s politically pow- 
erful Cuban-American 
community - which 
dominates local politics nwi 
has shaped the US 'hardline 
anti-Castro foreign policy far 
decades - has long been 
regarded as a monolith, 
speaking largely through the 
Cuban American National 
Rmodaiian (CANF) in sup- 
port of a policy of isolation 
and confrontation with 
Cuba. 

However, the organisation 
is under unprecedented 
strain following a confluence 
of events and the death of 
the foundation’s powerful 
and charismatic leader, 
Jorge Mas Canosa. 

Any splintering of Miami's 
hardline anti-Castro front 
would give Washington law- 
makers and the Clinton 
administration an opportu- 
nity to remove or soften the 
Helms-Buxton Act, which 
has riled the European 
Union and Canada. 

The most recent sign that 
Washington is watching 
Miami developments closely 
was on May 7, when a sub- 
committee of the House of 
Representatives ways and 
means committee held a 
long-delayed hearing on a 
bill that would lift restric- 


tions on food and medical 
sales to Cuba. 

The hearing- condemned 
as onesided by two Cuban- 
American members of the 
House, produced applause 
for a critical comment on the 
role of Miami’s Cuban com- 
munity in working far a free 
Cuba. Less than a year ago, 
such a rebuff would have 


The papal visit to 
Cuba in January 
added a moral 
dimension to the 
debate over policy 


and fraud charges in local 
government which has both 
tainted the Mas family name 
and produced infighting 
among local Cuban-Ameri- 
can political leaders. 

Idas' death came. -a month 
after the US Coast Guard 
stopped a cabin cruiser in 
October off the Puerto Rico 
coast and discovered a cache 
of weapons, including night 
sights and sniper rifles. 
Upon investigating, they 
found ties between both the 
vessel and the weapons to 
members of the CANF. One 
of the sniper weapons was 
registered to the founda- 
tion’s president, Francisco 
Hernandez, and the boat 
belonged to a member of the 
exe c uti ve board. 


b een unthinkable but devel- 
opments in the past eight 
months have revealed fis- 
sures in the Cuban-Ameri- 
can community that are 
emboldening critics. 

The death of Mas last 
November revealed just how 
dependent the foundation 
was npan the unique politi- 
cal access he enjoyed. 

No new leader has 
emerged with the ability to 
fill tds role. Tins has been 
compounded by corruption 


F our men have been 
charged with conspiring 
to kill President Fidel 
Castro of Cuba, and specula- 
tion abounds that Mr Her- 
nandez or other ranking offi- 
cials in the foundation may 
also face charges. 

The papal visit to Cuba in 
January added a moral 
dimension to the debate over 
Cuba policy when Pope John 
Paul criticised the embargo 
for bringing suffering on the 
Caban people. Seeking to 


deflect the pope’s humanltar- 
ian concern, the CANF 
offered a proposal for limited 
h nmaTiifrariam aid tO Cuba, 

only - to be rebuffed by 
Cuban-American members of 
the House of Representa- 
tives. 

Among Miami Cubans who 
oppose the Cuban-American 
hard line , the change in cli- 
mate has produced a new 
willingness to make that 
opposition public and even 
to sign petitions and lobby 
Congress. Until recently, 
taking a public position 
against the hard; line was 
seen as political and social" 
suicide in Miami- However, 
as yet no Cuban-American 
elected official has publicly 
broken with the traditional 
hardline policy. 

One sign of a Washington 
thaw was the release of a 
controversial Pentagon 
study that reported: “At 
present, Cuba does not pose 
a s i g nifi cant military threat 
to the US or to other coun- 
tries in the region." 

Another concession was 
an acknowledgment that 
Cuba's biotechnology indus- 
try could produce biological 
weapons. But that industry 
also made news of a differ- 
ent sort when a multina- 
tional drug company 
announced that it wanted to 
begin tests In the US of a 
Cuban vaccine against men- 
ingitis. Were the vaccine 
eventually licensed for use 
in the US, it might save the 
lives of many children, but 
royalty payments to Cuba 
would punch a big hole in 
the US economic embargo. 
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prominently displayed when 
a PC is turned on. 

All that will alter the fight 
substantially. For now, the 
rush to file with the goal of 
blocking the launch of 
Windows 98 seems futile. 
When PC manufacturers 
receive the "golden 
master” disks tomorrow, 

they will begin installing the 
software on their production 
lines. 

If the government should 
try, to get a court order 
barring further distribution 
of Windows 98, it win have 
to demonstrate that the 
harm to consumers as a 
result of Microsoft's 


"monopoly" product is 
greater than the direct 
damage to PC companies. 
The balance will tip much 
further in favour of 
Microsoft next month when 
it delivers Windows 98 to 
thousands of retailers and 
resellers worldwide. 

Sun Microsystems, which 

on Tuesday asked a federal 
court to bar distribution of 
Windows 9R until the 
product is modified to 
include Sun's Java 
software - rather than an 
allegedly “altered" version of 
Java created by Microsoft - 
now also faces a similar 
baffle. 
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CONSUMER PROTECTION 


Clinton names committee 
to look into big mergers 


President BUI Clinton has named a top level intra-agency 
committee to review the recent wave of corporate mergers, to 
ensue t ha t-egnsumers and competition do not suffer from the 
bend. 

The committee will have Its first meeting towards the end of 
the month, tt will be heeded by Gene Sperling, chairman of 
the White House National Economic Council, and include 
Robert Rubin, treasury secretary, Larry Summers, deputy trea- 
sury s ecretary, Janet Yeffin, head of the Council of Economic 
Advisers, and WHHam Daley, commerce secretary. 

An administration official said Mr Clinton had written several 
notes to Mr Sperling about the subject He said last week the 
mergers were probably inevitable but consumers must be 
protected. . 

The offiraal said the group would not necessarily recom- 
mend that the president take any action to reverse the trend. 
They wifl take a look and see whether we’re increasing com- 
petition and improving American industry. There Is not a pre- 
sumption that you need to act” 

Two US senators yesterday caBed on the heads of the Fed- 
eral Communications Commission and the Justice Depart- 
ment's anti-trust division to perform an "extensive review* of 
SBC Communications’ $81 bn purchase of Ameritech Corpo- 
ration, which would create the country’s largest telephone 
company. Nancy Dunne, Washington 


BRAZIL PRIVATISATION 


Phone sale hits snag 


The privatisation of Brazil's telephone network encountered 
another legal hurdle yesterday, when the government had to 
postpone, for the second time, a meeting to agree the 
restructuring Of the network prior to its sale. 

Analysts welcomed a later suggestion by President Fern- 
ando Henri que Cardoso that no limit be placed on foreign 
participation in the bidding consortia. 

The delay casts further doubt on the timing of Latin Amer- 
ica's biggest privati s ation to date, expected to raise about 
$20bn. The government plans to issue tender documents on 
May 29 and accept bids on July 15, a schedule most analysts 
see as impossibly tight 

Shareholders in Tefebrds, the hokffng company for the net- 
work In which the government has a controlling stake, were 
due to meet yesterday to re bundle the network into 12 oper- 
ating companies: three regional fixed service operators, one 
long-distance and international operator, and eight cellular 
oompanien 

The meeting was postponed after Injunctions granted by 
two district judges on the grounds that the break-up must 
first be approved in Congress. Jonathan Wheatley, Sao 
Paulo 


BANK OF CANADA 


No rate rises for six months 


Canada's central bank indicated yesterday it was not planning 
further interest rate increases in the next six months, sanding 
the Canadian dollar to a three-month low. 

In its semi-annual monetary policy report, the Bank of Can- 
ada said monetary conditions were "broadly appropriate in 
the absence of farther shocks’. 

The bank is predicting the economy will grow at a rate of 
3-5 per cent through the middle of 1999, approaching fall 
capacity next year. But it believes there Is still time to tighten 
the monetary reins later this year or next year if economic 
growth remains strong. 

The report ts being read as a signal that Canada will not 
match US Interest rate increases if the Federal Reserve raises 
rates this month or next Edward Akfen, Toronto 


US RETAIL SALES 


Rise points to steady growth 


US retail sales rose by 0.5 per cent In April over March, while 
produc er prices increased 02 per cent, providing further con- 
firmation the US is continuing to enjoy steady growth without 
significant inflation. 

RetaB sales were boosted by a 1.8 per cent rise in pur- 
chases of building materials, as well as Increases in food and 
car prices. Clothing sales rose 1.3 per cent fuelled by 
improved consumer purchases over the Easts- holiday. 
Spending at bare and restaurants rose 0.8 per cent. 

Hie increase was largely the result of Increases in tobacco 
Prices as companies sought to raise income to fond a number 

of court settlements while preparing lor possible tax increases 
being considered by Congress as part of a national tobacco 

settlement Made Suzman, Washington 


SALEROOM 


Christie’s sale brings $61 m 


Omstie’s in New York sighed with refief on Tuesday night 

sold for $61 -32m. Only seven lots were bought in and the 
total was comfortably within the pre-sale estimate™” 

Christle,s dieted to re- 

*** 80,41 ** earty 20 th 

«mtury artists wtm the top Impressionists. It is now splitting 
them j43 r “jnsjgrrfng ihe Impressionists to the 19th century 9 
and disposing of artists Dke Picasso and Braaue 

»» * disappointment, bnngtng In S3&Z 

With Important painting » 

Yakdaekrto pakJ W Abigail Asher, a New 

York oeaier, tot ^rvoman in a Ptaid Dress" bv McvtinfinnJ 

TbeW^fight was a $4.4m paid by th^onZ^SSL- 

122* 

flofhtas for-Lany Gagosran. a New York deal**- 
Antony Thomcroft, New York 
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You arrive at a crossroads only to discover 
that the signpost has been blown 
down in a storm. You have no map. 

Which direction do you take? 
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you lave no map. 
Remember. 
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You lest your compass. 



I fig- 3 

What good’s a cellular 
phole if you don't know 
. where you are? . 
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PARIBAS 


No.l IN 
THE EURO 

30% market share 

First Supranational 
in Euro 

First Sovereign 
in Euro 

First Convertible 
in Euro 

No.l 

Euro Swap House 


LEADING THE WORLD IN THE EURO 

Today, it is easy to feel lost when confronted by the future. The financial landscape is shifting 
before our very eyes. Moving into new territory, as we are with the Euro, is fraught with uncertainty. 
What you need is a guide who’s been this way before. 

. Founded 125 years ago simultaneously in 4 European countries, Paribas was the first bank with a 
truly European philosophy. Today, with an organisation based on banking activities and industrial sectors, 
no other bank can equal its experience in crossing financial frontiers. 

In the1??7 1FR Awards, Paribas won for Eurobond of the year and was named Ecu/Euro Bond 
House of the year. As we get closer to the “big bang” of )999, the experience of Paribas as the lead Ecu 
bookrunner since 1981 puts the bank in a unique position of authority in all questions relating to the Euro. 
And it is, in fact, only by the application of experience that we can solve the problem of the crossroads 
with the fallen signpost. 

How do you decide which way to go? You leverage your own recent experience. Since you do 
know where you’ve come from, you simply raise the signpost, point the relevant arrow in the direction 
from which you have come - and the way ahead is clear, http://www.paribas.com 


PARIBAS Thinking beyond banking 
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Wellcome Trust puts $184m into gene race 


By COM Cookson, Science 
Editor, in Loudon 

The race between academic 
and commercial interests to 
unravel the entire human 
genetic code took another 
twist last night when the 
UK-based Wellcome Trust, 
the world's largest charity, 
announced that it would 
spend an extra SI 84m on the 
project over the next seven 
years. 

The trust's commitment, 
on be half of the public sec- 
tor, is a challenge to the 


tore announced in the US 
last weekend. 

Perkin-Elmer, the scien- 
tific instrumentation com- 
pany. said it would set up a 
new company with Craig 
Venter, president of The 
Institute for Genomic 
Research, “to substantially 
complete the sequencing of 
the human genome [all 
human DNA] within three 
years.” 

Wellcome said in a 
statement last night: “The 
Trust is concerned that 
commercial entities might 
file opportunistic patents 


on DNA sequences.” 

The trust is conducting an 
urgent review of the credibil- 
ity and scope of gene 
patents. In a clear threat to 
Perkin-Blmer and other com- 
mercial organisations, Well- 
come said it "is prepared to 
challenge such patents." 

The Human Genome Proj- 
ect - a S3bn 15-year effort to 
spell out all 3bn chemical 
“letters” in human DNA - 
was started in 1990 in the 
public sector, with funding 
mainly from the US govern- 
ment. But during the 1990s 
the private sector moved in. 


led by Human Genome Sci- 
ences, a US biotechnology 
company. 

There is now intense com- 
petition - not only between 
gene hunting companies but 
also between the private 
and academic sectors as a 
whole. 

The private sector says the 
profit motive is accelerating 
the medical application of 
genetic information, while 
the academics, led by the 
Wellcome Trust, claim that 
companies are delaying 
progress by preventing the 
open release of information. 


The trust’s new commit- 
ment will bring its total 
spending on file Human 
Genome Project to EB fl fim . 
The work is based at Wel- 
come's new Genome Campus 
in Cambridge, where DNA 
sequences are released freely 

on the internet as they are 
produced. 

In the US, Dr venter plans 
to use ultra-fast DNA 

sequencing machines devel- 
oped by Perkin-Blmer, 
together with a new scien- 
tific strategy, to move ahead 
Easter than the public sector 
genome project. The new 


company is expected to have 
a rese ar c h budget of about 
5200m. 

Although the data will be 
trairip publicly available after 
a delay, the company plans 
to build up a commercial 
rifttahaqo to paten* some 
genes. 

Michael Morgan, who runs 
Wellcorae’s genomics pro- 
gramme, said Dr Venter's 

shotgun approach remained 

Speculative and had not been 
proved to work. “At best it 
will give a quick and dirty 
version of the genome," be 
said. 


commercial genomics ven- 



South African taxi drivers’ dream of 
empowerment turns into a nightmare 

The industry started out as a saviour but 
has become a killer, reports Victor Mallet 



J ames Ngcoya, former 
president or the South 
African Black Taxi Asso- 
ciation, once boasted that 
taxi owners were becoming 

"the spear and the shield of 
our people’s economic strug- 
gle". 

His organisation was In 
the vanguard of a remark- 
able expansion of the black 
middle class in Soweto and 
other townships as apartheid 
began to collapse in the 
1980s. 

Ferrying commuters by 
minibus taxi to and from 
city centres was one of the 
few ways in which black 
entrepreneurs could make 
money, and South Africa's 
budding black capitalists 
took full advantage of the 
opportunity. 

Today, however, the 
dream of black advancement 
has turned sour for taxi driv- 
ers and commuters caught 
in an upsurge of gang war- 
fare between rival taxi asso- 
ciations. 

This week, soldiers and 
police were patrolling town- 
ships around the capital. 
Pretoria, after the deaths of 
five people in taxi-related 
violence since Sunday. More 
than 80 people have been 
killed around the country in 
such incidents this year. 

We did get a saviour, says 
Meshack Khosa. research 


director at the Human Sci- 
ences Research Council in 
Pretoria, who has studied 
the taxi industry for a 
decade, but the saviour is 
becoming a killer as well. 

Businessman Goguletha 
Maqetuka, in a column In 
The Citizen newspapa* this 
week, described getting into 
a taxi as tantamount to 
being in a war zone. 

“The taxi industry, once 
mooted as the beacon of 
black economic empower- 
ment, has turned into a hor- 
rible nightmare." he wrote. 

A constantly shifting 
array of taxi associations - 
there are at least L200 in the 
country. Including at least 
100 in the Johannesburg 
area - fight for the most 
lucrative taxi routes and the 
best taxi ranks . Government 
officials and researchers say 
gang leaders routinely hire 
assassins, including unem- 
ployed former guerrillas of 
the African National Con- 
gress which came to power 
In 1994. to kill their rivals. 

On Sunday, for example, a 
mini bus taxi driver was 
killed and 10 others injured 
near Port St Johns in the 
Eastern Cape when gunmen 
attacked two vehicles with 
AK-47 assault rifles. 

In the 1970s and 1980s. 
people were still using axes 
and knives and ordinary 


weapons, but in the 1990s 
they are using automatic 
weapons and highly-trained 
assassins, says Mr Khosa. It 
is very professional, he adds. 
They are mare efficient in 
terms of eliminating their 
opponents. 

The mayhem is not only a 
disappointment for those 
who saw the taxi industry as 
a symbol of success for black 
business. It also disrupts 
everyday life and the func- 
tioning of the economy by 
making it difficult for black 
commuters to go to work or 


Taxi-related 
violence has 
claimed over 80 
lives this year 


reach the shops, especially 
when the authorities sus- 
pend the use of big taxi 
ranks in an attempt to stop 
the fighting 

It is estimated that more 
than 2.5m South African 
travellers a day use the 
iwinthnspg for co mmuting or 
for long-distance journeys, 
often s tanding by the road 
and using hand signals to 
indicate their destination to 
the driver, who will immedi- 
ately stop with scant regard 
for other traffic. 

There are more than 


100,000 minibus taxis in 
operation, many of them 
unregistered and illegal: 
they use a tenth of the coun- 
try’s petrol and provide 
thousands of jobs for drivers 
and factory workers in the 
motor industry. 

The roots of the violence 
lie in the 1980s. First, compe- 
tition increased and profits 
fell as more taxi owners 
entered the business. 

Then the white minority 
government, having strictly 
controlled black business for 
decades, rapidly liberalised 
taxi licensing in the of 
protests from Sabta, the 
dominant taxi association at 
the time. 

Such chaos ensued that 
some academics believe the 
liberalisation was a deliber- 
ate attempt to destabilise 
black communities. In addi- 
tion to the fights over taxi 
routes, new conflicts 
emerged within the various 
associations »nrt their affili- 
ates which collected money 
from their members and 
which had therefore become 
important sources of power 
and patronage. 

The local associations 
arrange ranks and organise 
queue marshals but the 
mother bodies do nothing 
except appropriate money 
and organise the violence, 
says Jackie Dugard. a 
senior researcher at the 
Community Agency for 
Social Inquiry. They all 


have hit squads. 

Policemen and other offi- 
cials soon decided they too 
wanted a share of the poten- 
tially profitable business, 
buying taxis and quickly 
hpwiming embroiled in taxi 
feuds, to the despair of those 
trying to regulate the indus- 
try and end the violence. 

“We have MPs who are 
owning taxis, we have 
policemen, we have depart- 
mental officials,” says Dan 
transport coordina- 
tor in the provincial govern- 
ment of Gauteng, the prov- 


ince around Johannesburg. 

Commuters are urging the 
central g o vernment and the 
taxi associations to formu- 
late a plan to stamp out the 
violence once and for all. 

But regulation is a 
power that has been 
devolved to the provinces, 
and not all of them have the 
means or the determination 
to tackle the well-armed 
gangsters who control much 
of the industry. 

“The industry itself should 
rethink ." says Mr Khosa. “It 
is self-destructing." 


Flu mist 
could 
replace 
jabs 

By Victoria Griffith in Boston 

In a finding that has 
c fgwifioant implications for 
camp aigns to reduce the 
indiscriminate use of antibi- 
otics, a new nasal spray has 
reduced influenza-related ear 
infections in children by 98 
percent 

Results of a trial, funded 
by the National Institutes of 
TfeMith, are published today 
in The New England Journal 
of Medicine. 

Because ear infections are 
the main reason parents 
ta kp children to the doctors, 
researchers say they are one 
of the reasons for the 
over-use of antibiotics. 

Antibiotics have no impact 
on viruses, but doctors usu- 
ally band them out anyway, 
under pressure from parents 
and in the infection has 
been caused by bacteria. An 
educational campaig n by the 
Centres fra: Disease Control 
(CDC) in Atlanta to reduce 
antibiotics prescription has 
fatt en flat. 

About 30 per cent of ear 
aches are caused by influ- 
enza complications. 

The company that makes 
the flu mist, Aviron. says it 
will file for approval with 
the Food and Drug Adminis- 
tration by midsummer. 

While protection against 
the influenza virus is 
already available through 
inj prtinn. most people do not 
get the shot, perhaps 
because it is unpleasant, and 
perhaps because it does not 
immunise against all forms 
of the disease. 

There is evidence the 
nasal mist may provide 
s uperi o r immunity. That is 
because the spray uses a 
live, though weakened, 
virus, and goes directly to 
the throat, where mfiiiwnza 
breeds. The injectable vac- 
cine. on the other hand, uses 
dead viruses, which may 
provide less stimulation to 
the immune system. 

Like the flu shot, the nasal 
spray would have to be 
a dmini stered annual ly, as 
the influenza virus mutates 
rapidly. 
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on human 
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International donors . 
yesterday warned Zambia it 
needed to take “swift and 1 
decisive action" on alleged 

human rights violations, and 
called for more rapid prog- 
ress in privatising remaining 
assets of the state-owned 

mining conglomerate. 

Donors at the World Bank- 
chaired meeting in Paris 
pledged $530m to Zambia for 
this year, but delegates 
made dear support was 
linked to continued eco- 
nomic reforms and better 
governance. 

Two earlier meetings had 
been called off due to donor 
anger over the policies of 
President Frederick Chilu- 
ba’s government and the 
country’s failure to reach a 
deal on the sale of Zambia 
Consolidated Copper Mines 
(ZCCM). Privatisation of 
ZCCM has been a condition 
of reopening aid. 

Zambia had been seeking 
$300m in project aid and 
$299m in balance of pay- 
ments support by donore. It 
also needs $70m for public 
service reform. 

In a statement at the end 
of the two-day meeting, the 
bank “commended” the gov- 
ernment :br lifting the state 
of emergaicy imposed after 
an attempted coup in Octo- 
ber 1997. But the statement 
called for in urgent response 
to allegations of brutal 
police interrogation of some 
suspected participants. 

Kenneti Kaunda. the 
country's former president, 
is among those who have 
been held not in jail but 
confined x> his home in 
Lusaka. 

Delegate: were told by 
Zambian Officials an inde- 
pendent inquiry would be 
held into tte allegations. Ms 
Edith Nawtkwi. Zambia's 
finance ninister. said 
reforms had led to two con- 
secutive y>ars of GDP 
growth: 6.5 pr cent in 1996. 
and 3.5 per cent in 1997, 
despite a fall in the price of 
copper. Zambia's main 
export. 
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What Are Thu r Network Plans? 


Level 3 Communications will build and operate the world's first end-to-end Internet-based network. 
That's a significant event in the information revolution. Because with the advent of high bandwidth 
networks like this one, communication will become easier, faster, aid more cost-efficient. Which 
is precisely why Coming developed LEAP optical fiber. With LEAF fiber as its optical backbone, the 
Level 3 network can break today’s bandwidth barrier. And with its multi-conduit network. Level 3 
still has room to upgrade as technology advances tomorrow. Clearly, a new day for business 
communications has begun. So if you’re building an advanced optical network, we'd Tike to talk to 
you about your plans. 

For more information on our optical fiber, call 800-525*2524 ext. 7504 or 607-786-8125 outside the 
U.S. and Canada. Specify Coming* fiber today. 

wVvw.eorningfibar.com wwwJL3.com 


Corning breaks the bandwidth barrier with LEAF, 
the next generation of optical fiber. 


Level 3 Communications deploys it in the world's first 
continually upgradeable Internet Protocol network. 
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Fast-track authority 
‘key to FTAA talks’ 


By Guy da JNqaMret 

US President Bill Clinton 
needs to win "fast track” 
trade negotiating authority 
from Congress early next 
year if plans for a Free 
Trade Area of the Americas 
(FTAA) are to proceed on 
schedule, Canada's trade 
minister said yesterday. 

Sergio Mar chi, whose gov- 
ernment will chair FTAA 
negotiations which open in 
Buenos Aires next rn nw iih, 
said a further delay in 
obtaining fast track - which 
Mr Cttnton failed to secure 
last year - would slow the 
84-natian project. 

“The question for all the 
countries around the table 
will be to gauge at what 
point. . . you absolutely need 
fast track, because no self- 
respecting nation will ever 
want, or should be expected, 
to negotiate twice,” he said. 


Mr Clinton bad a "window 
of opportunity” early next 
year to fizlfil his promise at 
last month's FTAA summit 
to renew his bid for fast 
track legislation, which 
obliges Congress to vote on 
trade agreements without 

ampTiillwg thaw 

Congressional elections 
ruled out legislative action 
this year, and by late next 
year the US presidential 
election campaign would 
be under way, Mr March! 
said. 

He believed Mr Clinton 
could win fast track, if he 
fought hard enough. He 
n e e d ed to overcome "inward' 
looking attitudes? in Con- 
gress and mobilise nation- 
wide support for trade 
liberalisation and an interna- 
tionalist US policy stance. 

“Going into a new mfflen- 
nium, he can do that, 
because it Is inconceivable 


that America should be- 
looking inward at Its befly 
button, rather than, outward 
in terms of galvanising the 
international community,” 
Mr Marchi said. 

He said the FTAA and 
other regional arrangements 
complemented, and did not 
compete with, the multilat- 
eral trade system. World 
Trade Organisation minis- 
ters win celebrate the sys- 
tem’s 50th anniversary at a 
meeting in Geneva next 
week, which Mr cwntoq and 
other government leaders 
will attend. 

The Canadian minister 
said the meeting, which is 
not due to take any big deci- 
sions, should be used to 
deba te how the next stages 
of trade liberalisation should 
be tackled and to discuss 
institutional reform of the 
WTO. 

Making. the WTO more 



Marchfc no saff-respectmg nation wiB want to negotiate twice 


open and responsive to a 
broader constituency of 
interests was a priority, be 
said. 

Mr Marahi , who is visiting 
London for summit meetings 
between leaders of Canada. 
Britain and the European 
Union, called for a more 
comprehensive transatlantic 


relationship, in which North 
American governments took 
a unified stance in dealings 
with Europe. 

He said only the EU 
gained from current arrange- 
ments, under which it con- 
ducted separate political and 
economic dialogues with the 
US, Canada and Mexico. 


Brussels warns Israel on 
breach of trade treaty 


By Jody Dempsey m Jarasatara 

The European Commission 
yesterday formally warned 
Israel that ft would act to 
stop imports from the occu- 
pied territories which benefit 
from trade . privileges 
granted to IsraeL 

The Commission tho 
Israeli settlements in the 
West Bank and Gaza, in east 
Jerusalem and the Golan 
Heights “are not part of the 
State of Israel.? Goods from 
those areas “are not Israeli 
and should not benefit from 
the preferential treatment 
granted by European Com- 
munity-Israel agreement" 

Israel’s foreign ministry 
called the Commission’s 
intervention, “one-sided, ” 
adding it was an attempt to 
"prejudge Israel’s borders 
before the outcome of final 
status negotiations” which 
will determine the fixture of 
the settlements, and of Jeru- 
salem and delineate its bor- 
ders. 

The Commission paper. 


drawn up by Marmol Marin, 
who is responsible for the 
south Mediterranean and 
Middle East region other 
countries, is one of the most 
critical assessments to date 
of how Israel Is violating the 
1995 interim trade agreement 
with Brussels. 

EU diplomats said it 
reflected the Commission’s 
unwillingness to : tolerate 
any longer a- system in 
which Israel was breaking 
the rules of origin and hin- 
dering Palestinian e xporters 
from trading with the EU. If' 
all the violations are con- 
firmed, the Commission said 
they should be “brought to 
an end”. 

It denied it would impose 
sanctions. But dearly, with 
the recent case of Israel mix- 
ing araiqje concentra te with 
Brazilian juice, European 
customs authorities could 
warn im p ort e rs about possi- 
ble fines if they were dealing 
with Israeli produce that 
contravened the rules of ori- 
gin. . 


Israel, said the Commis- 
sion, was violating the trade 
agreement in several ways. 
With processed food pre- 
pared and packed in Gaza, 
the Israeli exporting agent 
sticks a "Made in Israel” 
label on produce that than 
antnmatiraTly benefits from 
preferential trade arrange- 
ments. 

- The paper also said 
Agrexco, Israel’s exporting 
agency for non-citrus fruits, 
mixes Israeli and Palestinian 
strawberries and aubergines. 
than marirata them under an 
Israeli label. Israel also 
imposes “draconian restric- 
tions* on people and goods 
originating in or sent to 
Gaza through delays, higher 
cargo charges, and closures, 
it added. 

Another paper, drawn up 
by Mario Monti, commis- 
sioner for customs and taxa- 
tion, said it was starting 
negotiations on amending 
the rules of origin in the 
Mediterranean and Middle 
East region. 


Georgia acts to 
help flour mills 


By Sdna Wfiftams 
in TUBd, Georgia 


Legislators in Georgia are 
considering controversial 
amendments to the tax laws 
on domestic flour in order to 
protect local miiig- 

The proposal to cut value- 
added tax on domestic flour 
from 20 per cent to around 7 
per cent has been criticised 
as a protectionist measure to 
keep Georgia’s large and 
unprofitable bread industry 
afloat at the expense of for- 
eign competition. 

The Italian company 
Grand! Molini, which set up 
CancasCkain - a joint ven- 
ture in Georgia to import 
flour to the region in 1996, 
said the powerful bread and 
mining lobby was destroying 
competition in the flour mar- 
ket, where import taxes and 
VAT already total 34.7 per 
cent. As a result. Grand! 
Molini has decided to invest 
in prefects in neighbouring 
Armenia instead. 

"We no longer consider 


that Georgia is ready for 
serious industrial develop- 
ment,” said Antonio Costato, 
a manager from Grandi Mol- 
inL "It’s just not a transpar- 
ent market - there's no 
spirit of competition here 
and the powerful lobby 
groups in every sector wont 
allow it,” be said. 

Georgia's large bread 
industry has been suffering 
from competition by Grandi 
Molini '8 cheaper imports as 
well as flour smuggled in 
from Turkey. The country’s 
16 large mills and numerous 
small ones are struggling to 
survive even though they 
are working at only 15 per 
cent of capacity. 

"There are many special 
interest groups in Georgia 
that have deep roots within 
the bureaucracy and control 
many sectors of the econ- 
omy,” said a prominent local 
legal and business consul- 
tant. “It's proven to be a per- 
fect system that serves its 
own needs and is very diffi- 
cult to break." 


$220m 
uranium 
claim on 
Kazakhs 

By Nancy Dam in W ashi ngto n 


A Canadian minerals 
company and its US sales 
agent yesterday filed a suit 
in a Washington court 
requesting $ 220 m in dam- 
ages against the former 
Soviet republic of Kazakh- 
stan for allegedly failing to 
honour an agreement per- 
mitting the export of ura- 
nium. 

World Wide Minerals said 
it had invested $32m in a 
dilapidated uranium mfnp in 
northern Kazakhstan, 
employing thousands of 
workers and providing light 
and heat for the region in 
1996-97. In July, Kazakhstan 
apparently chang ed its mind 
and refused to issue ura- 
nium export licences. 

When World Wide stopped 
production, the government 
cancelled the contract This 
caused Nuclear Fuel 
Resources of Denver to fan 
to deliver on a contract it 
had made when it promised 
delivery of uranium to Con- 
sumers Energy of Michigan. 

Tom Evans Jr, a former 
rymgrftgsman, now On World 
Wide’s board, said Kazakh- 
stan had "arrogantly ignored 
the need to respect the role 
of law”. 

While denying World Wide 
an export licence, he said the 
Kazakh government had 
granted one to Nukem, a 
German company, along 
with the exclusive rights to 
sell Kazakh uranium in the 
US. 

The company said Kazakh- 
stan acknowledged through 
nffiriai channels its obliga- 
tion to provide compensa- 
tion. but no specific offer of 
a settlement hag been macfa 

This month the Kazakh 
government discussed the 
possible sale of a 20 per cent 
stake in Kazakhoil or a bond 
issue for the state-owned oil 
company. Mr Evans said 
Kazakhstan generally has 
treated big ml investors welL 
However, the government is 
reportedly considering 
revoking current licensing 
agreements under an oil 
industry review. 


NEWS DIGEST 


CHINESE POTASH PRODUCTION 

Israeli manufacturer to 
build $450m plant 

Dead Saa Works (DSW), the Israeli chemicals manufacturer, 
yesterday signed a memorandum of understanding with China 
to build a S450m potash plant on a salt lake desert in Qinghai 
province, north-western China The deal was signed with the 
Chinese Ministry of Mining and Mlngda. the Chinese partner 
for the venture. According to DSW. the Chinese government 
wiB hold two-thirds of the project and DSW the remainder 
along with the Bsenberg group. 

The Bsenberg group spent seven years negotiating the deal 
through United Development, a company that specialises in 
Israell-China trade and is owned by the family of the late 
Shout Bsenberg, the Israeli billionaire. Today, the family also 
controls Israel Chemicals. DSWs parent company. 

The Qinghai facility will employ 1.400 workers and produce 
800,000 tonnes of potash a year for China’s agricultural sec- 
tor. It will use an energy-efficient manufacturing technology 
that DSW has been using for 20 years at Its facility on the 
mineral-rich Dead Sea. The Joint venture - DSW’b first outside 
Israel - win help China meet its growing potash needs, esti- 
mated to be climbing from 3.5m tonnes a year to 5m tonnes 
by 2000. China chemical officials estimate about 60 per cent 
of the total is Imported. Avi Maehfis, Jerusalem 

PACIFIC CABLE 

Net demand drives new link 

Exploding demand for Internet transmission capacity is one of 
the reasons for plans to construct Pacific Crossing 1. a 
21,000km undersea cable linking the UK and Japan. 

The contract for the $i.2bn cable has been won by Tyco 
Submarine Systems, formerly US carrier AT&T’s underwater 
cable business. PC-1 is owned by Global Crossing, Marubeni 
and Kokusai Denshin Denwa - the first Pacific undersea cable 
that is not owned by a telecommunications group. 

Because the owners will not be in competition with their 
customers. It is thought they will be able to offer tower prices 
than for cables owned by telecoms operators. 

The cable will cany voice and data traffic between the two 
continents at 80bn bets of Information a second, ft is sched- 
uled to be in service by July 2000. Alan Cane, London 


CAUCASUS OIL ROUTE 

Key pipeline beyond repair 

Completion of a pipeline to cany oil from Azerbaijan to the 
Black Sea port of Supsa in Georgia will be delayed after engi- 
neers cfiscovered the line was mostly unrepairable, it was 
revealed yesterday. "About 90 per cent of the entire line in 
Georgia needs to be replaced” said Dennis Stuart, vice presi- 
dent and resident manager of Georgian Pipeline Company - 
sister company of the Azerbaijan International Operating Com- 
pany. Last year engineers discovered that the section of the 
Bne in Azerbaijan was entirety unrepairable. Replacing 90 per 
cent of the line in Georgia and the entire stretch in Azerbaijan 
wiB push the projected cost up to $50Qm from $31 5m, Mr 
Stuart said. But the pipeline, due to be completed by the end 
of this year, wiB not be delayed by more than a few weeks, he 
said. The Initial capacity of the Baku-Supsa pipeline, also 
known as the western route, will be 1 15.000 barrels per day 
of Caspian Sea crude, but can be doubled if more pumping 
stations are added. Se&na Wiliams, Tbilisi, Georgia 
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ASIA-PACIFIC 


Fears grow of new round of turmoil as markets tumble 


By John Ridding to Hong Kong 


Indonesia's deepening 
political crisis and growing 
doubts about regional eco- 
nomic recovery shook Asian 
markets yesterday, fuelling 
fears of a new round of 
financial turmoil In the 
region. 

The stock market in 
Indonesia closed 6.6 per cent 
down, while Singapore fell 
4-9 per cent Most other 
regional markets also lost 
ground, although Seoul and 


Tokyo finished higher. Hong 
Kong was hit hard, with the 
benchmark Hang Seng Index 
hilling 3.8 per cent to close 
below 9,500. 

Hong Kong's decline was 
fuelled by fears of a specula- 
tive attack against its cur- 
rency. which has so far 
resisted the wave of devalua- 
tions in the region. Money 
market interest rates rose 
sharply in defence of the 
Hong Kong dollar, with the 
three-month rate climbing 
from 7.75 per cent on Tues- 


day to 8.75 per cent. 

“We are clearly back in a 
nasty phase," said Pauline 
Gately. regional strategist at 
Deutsche Morgan GrenfelL 
“It is possible that markets 
will move back to their Jan- 
uary lows, although curren- 
cies may not be hit in the 
same spectacular fashion.” 

Investment analysts 
blamed investors* anxieties 
on increased violence In 
Indonesia, fears of a Chinese 
devaluation, economic set- 
backs in Korea and contin- 


ued weakness in Japan. "It 
is a pretty horrible cocktail,” 
said the senior analyst at 
one US investment bank. 
“There is plenty of scope for 
more nasty shocks, and not 
much hope of pleasant sur- 
prises." 

The deaths of student dem- 
onstrators in Indonesia sent 
the Jakarta stock market 
down more than 8 per cent, 
while the rupiah plunged to 
10,400 to the US dollar, com- 
pared with 9.250 on Tuesday. 
Fund managers said the vio- 


lence threatened the dis- 
bursement of the IMF rescue 
package and risked 
protracted instability. 

Currency markets were 
also unsettled by the rise in 
the US dollar to more than 
Y134. Although the US cur- 
rency retreated slightly, the 
weakness of the yen 
prompted a sharp fall In. the 
Taiwan dollar, which closed 
at NT$33-437 against the US 
dollar, compared with Tues- 
day's NT$3i324 dose. 

The Australian dollar fell 


to a 12-year low of US$0.6287. 
driven down by the Asian 
contagion, a day after the 
government unveiled the 
budget John Howard, prime 
minister, said the movement 
of the dollar was unrelated 
to the budget on Tuesday. 

The Hong Kong Monetary 
Authority, the territory's de 
facto central bank, denied 
rumours it had asked banks 
not to offer forward foreign 
exchange contracts in a 
move to defend the currency 
peg. But reports that hedge 


fimris had accumulated posi- 
tions against the Hong Kong 
dollar added to unease, push- 
ing interest rates higher and 
triggering a fan in property 
and banking shares. 

“There are signs of pres- 
sure again,” said Me Gately. 
“But I still feel the peg will 
hold because the options are 
too nasty." Supported by 
higher interest rates, the 
Hong Kong dollar strength- 
ened from HKS7.7493 to the 
US dollar late on Tuesday to 
HKS7.7465. 


After a rally in many 
regional markets earlier this 
year, sentiment has been hit 
by rising economic problems 
in some of the crisis-hit 
countries and fading hopes 
that Japan might drive 
regional recovery. 

“The owning s outlook for 
corporate Asia is dreadful," 
said Colin Bradbury, head of 
equity sales at Jardine Flem- 
ing. 


Currencies, Paga 27i World 
Stock Markets, Page 38 


China reports a 
sharp fall in new 
export orders 


Hong Kong: ‘the length of the crisis will determine its depth’ 


The duration of the economic downturn poses a growing threat 
to the territory’s resilience, writes John Ridding 


Hong Kong: it tarts 


By James Kynge in Ba?tog 


Chinese trade officials said 
yesterday that new orders 
for Chiua's exports have 
fallen sharply, reinforcing a 
fear that one of the 
economy's main growth 
engines may sputter later 
this year. 

“The Asian crisis is now 
having a big effect on our 
exports,” said one trade 
ministry ofHcial, who 
declined to be named. “New 
orders declined significantly 
in the first four months.” 

The bleak assessment 
came after the General 
Administration of Customs 
announced that exports 
grew 11.6 per cent in the 
January to April period, 
down 15.3 percentage points 
from the same period a year 
earlier. The lowest monthly 
growth rate of 7.9 per cent 
was pasted in April. 

Imports climbed 3.1 per 
cent in the first four months 
and China’s trade surplus 
was US$14.9bn over the four 
months, compared with 
US$10.29bn. 

A belief among some 
economists that China could 
remain relatively insulated 
from the impact of Asia's 
crisis was undermined by 
the latest data, economists 
said. Price competition from 
south-east Asian exporters 
(hat have benefited from 
Sharp currency devaluations 
was starting to intensify, 
officials said. 

“Our goods used to be 
cheaper than Thai or 
Malaysian exports. Now 
many of them they have 
become between 5 and 10 per 
cent more expensive." said 
one trade ministry official. 
"But even though our goods 
are now relatively expensive, 
their quality has not 
improved.” 

New orders from some 
Asian countries, especially 


South Korea but also - and 
most disturbingly - Japan, 
have dropped. Shandong 
province, which faces Korea 
across the Yellow Sea, has 
made an internal prediction 
that its exports this year 
may fail by about half. So far 
the province has improved 
on this forecast, mainly 
through faster sales to 
Europe and the US. 

China’s exports to Europe 
and the US climbed 20.6 per 
cent and 29.7 per cent 
respectively in the first four 
months. To Japan they fell 
3.1 per cent and to South 
Korea they plunged 24.5 per 
cent 

Officials said that China 
was considering raising tax 
rebates and export credit 
facilities but continued to 
rule out a devaluation of the 
renminbi “Nobody is talking 
about a devaluation because 
we have been told by our top 
leaden that this is out of the 
question." said one trade 
ministry official. 

The gloomy outlook for 
trade coincides with signs 
that deflationary pressures 
are gaining pace. The retail 
price index fell 2.1 per cent 
in April, reinforcing 
anecdotal evidence of 
competitive price cuts to 
retain market share in an 
oversupplied market. Prices 
of grain, feed grain, 
electronics such as 
compnters and television 
sets, and commodities such 
as coal are failing because of 
oversupply. 

Such market conditions, 
coupled with a freeze on new 
bank loans from many ailing 
state owned enterprises, are 
inhibiting production and 
raising serious doubts over 
whether China can achieve 
its target of 8 per cent 
growth this year. It grew 
at an annual rate of 7.2 
per cent in the first 
quarter. 


T ime is ticking against 
Hong Kong. For while a 
series of financial mar- 
ket shocks since last October 
have been alarming, it is the 
duration of the downturn 
and the steady rise in collat- 
eral damage that now cause 
the real worry. 

Indonesia's agonies and 
Japan's continued decline 
have prompted a new bout of 
anxiety, prompting a rise 
yesterday in Hong Kong’s 
money market interest rates 
and fears of another assault 
on the territory’s currency 
peg to the US dollar. The 
benchmark Hang Seng 
Index, which fell 3.7 per 
cent, has lost 20 per cent 
since its high in March. 

But these latest woes have 
merely underlined the 
protracted nature of the cri- 
sis. Every month of slump- 
ing demand and high inter- 
est rates squeezes business, 
chips away at confidence 
and tests the territory’s resil- 
ience. 

“The length will determine 
the depth of this crisis," said 
Dong Tao, senior regional 
economist at Credit Suisse 
First Boston. 

Apart from Japan and 
Indonesia, he said, the 
gloomy cycle is fuelled by 


China’s flagging economy 
and worries over Interest 
rate rises - from the US to 
Europe. The big question in 
Hong Kong is whether the 
downward spiral stops 
before it wreaks structural 
damage In the banking and 
property sectors - the twin 
pillars of the economy. 

Recent statistics and com- 
pany announcements reveal 
rising casualties. Wing On 
and Maria's Bakery became 
the latest retail victims of 
the downturn, the first cut- 
ting staff , the second fringing 
down. Cathay Pacific, which 
has been clobbered by the 
collapse in tourism and 
regional business travel, 
reported that revenues for 
March were 25 per cent 
below budget “As with pre- 
vious months, the passenger 
revenue situation was dis- 
mal" the airline said. 

Tourism, along with con- 
sumption and retail, was 
partly to blame for the sharp 
fall in growth in the fourth 
quarter of last year. The 
year-on-year rise in gross 
domestic product of 2.7 per 
cent for the period, com- 
pared with rates of about 6 
per cent for preceding quar- 
ters, was described as “a dis- 
tinct setback" when 


announced last week. 

Donald Tsang, financial 
secretary, is sticking to his 
forecast of 3.5 per cent 
growth for the year. But it is 
a lonely prediction. San- 
tander Investment ING Bar- 
ings and J.P. Morgan are 
among a growing number of 
hanks expecting growth will 
fell from 5.3 per cent in 1997 
to below 2 per cent this year. 
Growth of below 2 per cent 
would be the worst perfor- 
mance since 1985. 

Hedge funds are also bet- 
ting on further pain, with 
the US-based Tiger fund 
reported to be buying up to 
USSlbn of interest rate 
swaps last month in antici- 
pation of a rise in rates. 

Even bears acknowledge 
Hong Kong's relative 
strengths, however. Dong 
Tao at CSFB said the bank- 
ing system should be able to 
accommodate a further 15 
per cent fall in property 
prices without structural 
risks. His assumption that 
non-performing loans will 
rise to between 55 per cent 
and 6 per cent of total loans 
is pessimistic by industry 
standards. But it is not 
enough, he said, to turn a 
profitability problem into an 
issue of solvency. 
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Behind such predictions 
he the robust state of Hang 
Kong’s banks and its devel- 
oped. Problem assets at the 
end of last September were 
just LS3 per cent of the total 
and capital adequacy ratios 
are generally in double dig- 
its. 

While banks' total prop- 
erty exposure is a relatively 
high 44 per cent, past down- 
turns reveal a high degree of 
resilience to default 


“Prices might fell a bit fur- 
ther, but we are near the 
bottom and the developers 
are all pretty strong," said 
Vincent Lo, chairman of 
Shni On, the construction 
and property group. He 
viewed the fall in asset 
prices, as a painf ul but nec- 
essary correction. “Hong 
Kong was just too expen- 
sive,” he said. 

But while rapid adjust- 
ment is needed to reduce 


costs and close the gap with 
devalued regional rivals, 
Hong Kong’s interest-sensi- 
tive economy and its depen- 
dence on property presents a 
tricky balance between com- 
petitiveness and crisis. 

That balance could be 
upset in a number of ways, 
from a correction on Wall 
Street to a further deteriora- 
tion in Japan Fading confi- 
dence at home could also 
confound predictions for sta- 
bilisation in the property 
market. The value of prop- 
erty transactions fen by 69 
per cent in April, and the 
number of transactions 
dropped by 56 per cent. 

With rising unemployment 
casting an ever darker 
shadow and reaching into 
professional sectors previ- 
ously insulated from its 
effects, forecasting the bot- 
tom is a hazardous business. 
The government said this 
year’s budget and Its infra- 
structure programme will 
ease the pain, claiming that 
rail projects alone will create 
16,000 jobs. 

But that will take time - 
which is not on Hong Kong's 
side. "If companies can see 
through fiie. downturn then 
they can maybe hold on." 
said Dong Tao. “But if we 
don’t see signals of improve- 
ment in the second half th«»n 
thing s might get very bad." 


Thailand’s bank governor poised for intervention 


Bjr Ted Banfacte in Bangkok 


Chatumongkol Sonakul, 
Thailand’s new central bank 
governor, said yesterday the 
government was ready to 
intervene in a number of 
beleaguered finance compa- 
nies whose capital raising 
plans appear to be failing. 

A number of Thailand’s 
remaining 35 finance compa- 
nies have suffered deposit 
runs in recent days after one 
large company. Nava 
F inan ce, announced that, its 
capital raising plan had 


failed and another company. 
Union Asia Finance, was 
abandoned by its parent 
company, Bangkok Bank. 
Finance sector shares fell 19 
per cent on the Thai stock 
market yesterday. 

Since Thailand’s agree- 
ment with the International 
Monetary Fund, most 
finance companies have 
been required to raise capi- 
tal to make provision for 
high levels of non-perform- 
ing loans. 

But Mr Chatumongkol 
said the ailing companies 


would not be closed like 56 
other finance companies 
shut last year because the 
government guarantee an all 
financial institution deposits 
- a guarantee the governor 
»aid he would like- to elimi- 
nate next year - meant liqui- 
dating the companies would 
be too expensive. Instead the 
central bank was likely to 
nationalise any troubled 
institutions after a writeoff 
of shareholder equity - simi- 
lar to what was done with 
four ailing commercial 
banks earlier this year. 


Mr Chatumongkol also 
came out as a hawk on infla- 
tion and the baht amid mar- 
ket talk that Thailand needs 
a dose of monetary expan- 
sion to increase liquidity and 
_jumpstart the. economy. 

“We are rather ’Worried 
about inflat ion. Higher infla- 
tion would push up interest 
rates, which would bring its 
own problems." said the new 
governor. “A stable baht at 
38 (per US dollar) is probably 
a good rate to promote fast 
economic recovery. Much 
stronger and it would affect 


our competitiveness. Much 
weaker, we would have to 
worry about our (foreign) 
debt problem again,” be 
added. On structural reforms 
at the central bank, which 
has been widely blamed for 
mismanaging the country 
into economic crisis, Mr Cha- 
tumongkol said he would 
crack down on wrongdoing 
by creating a separate litiga- 
tion department. 

“The examination of the 
operations of financial insti- 
tutions is quite satisfactory 
in uncovering irregularities. 


However, shortfalls mostly 
occur after the examination 
procedures, when appropri- 
ate remedial actions have 
not been taken." 

. Mr Chatumongkol also 
announced an interim unit 
specifically responsible for 
addressing liquidity needs of 
exporters, who the governor 
said were the key to restor- 
ing growth to the economy. 
He also proposed a monetary 
policy committee to set 
interest rates and supervise 
monetary affairs in a struc- 
tured manner. 


PUBLIC NOTICES 


NOTICE PUBLISHED BY THE SECRETARY OF STATE UNDER 
SUBSECTIONS 8(5) AND 10(6) OF THE TELECOMMUNICATIONS 
ACT 1984 

Tbc Secretary of Stoic hereby gives notice as follows. 

1. She proposes to grant licences under the Telecommunications Act I9S4 (“the Act”) to EGN BV, 

International Telecommunications Group Inc, Internet Network Services Limited. Qwest CommuDkatitns 
International Limited. Teleport London InttTTUtjanal Limited, VervtTel Telecom BV, Viatel UJC. 1 imited 
and Willey Communicuttoas Limited (“tbc Licensees"! to run telecommunication systems in the United 
Kmpdom. The licences win be for a period of six months, tbenaltrr being subject to revocation on one 
month’s notice, (n the case of Teleport London International Limited and Viatel U.K. r wmrwt the licences 
will replace similar licences issued on IS December 1996 and 28 April 1997 respectively but which did not 
apply the tekvommunicarions code. 

2. The principal effect of each licence will he to enable each Licensee (o install and run tcfccotnniuiitcafiaa 
systems in the United kingdom which may be connveicd to telecomnuinicatioQ systems outside the United 
Kingdom, and lo provide a wide range of services but nor any domestic services (i-e. sendees involving (be 
conveyance of messages which originate and are subsequently to terminate in the United Kingdom) or 
mobile radio services. Each licence authorises connection to a wide range of ocher systems, radiating earth 
orbiting apparatus. 

?. Each licence will be subject to conditions such that section 8 of the Act wfll apply to h. thereby making ewfr 
of the systems nut under each licence eligible for designation as a public leleconunmucatioo system under 
section 9 of the Act. It is the intention of the Secretary of State lo designate each of the Licensees' systems 
as a public telecommunication system. 

4. The Secretary of State proposes to grant each licence in response to an application from each Licensee for 
such a licence because sbe considers that it will help ro satisfy demands in the United Kingdom for the 
provision or services of the type authorised, will promote the interests of consumers in respect of the quality 
and variety of such services, and will mdraain and promote effective competition between those engaged in 
the provision of lelecomnuin teuton services. 

5. She propos e s to apply the telecommunications code frhc Code”) to EGN BV, Internet Network Services 
Limited. Telepan London lmemabonal Limited. VcruTei Telecom BV and Viatel UJC. Limited subject to 
certain exceptions and conditions throughout the United Kingdom. The effect of the exceptions and 
conditions to the application of the Code is that each of (hose Licensees will have duties; 

(a) to comply with various safety and environmental conditions, in particular l with certain ex ce pt i o n s) to 
insult lines underground or only on such above-ground apparatus as is already installed for any purpose; 
fbl to comply with conditions designed to ensure efficiency and economy on (he pert of each of tbrne 
Licensees, in connection with lire execution of works on land concerning the installation, mamirtance, 
repair or alteration of (heir apparatus 

(cl to consult certain public bodies before exercising particular powers under the Code, including the local 
planning and highway authorities and English Nature. Scottish Natural Heritage, the Countryside Council 
for Wales, the Natrona? Trust and the National This for Scotland, «s well us re lev ant electricity suppliers: 
(d) to keep and moke available records of the location of underground apparatus and copies of the exceptions 
and conditions in therr respective licences to their powers under the Code and 
lO lo ensure that sufficient funds ore available to meet certain liabilities arising from the execution of street 
works. 

h The reason why the Secretary of Stare proposes to apply tbc Code to EGN BV, internet Network Services 
Limited. Tdepon London International Limited. VcrsaTel Telecom BV and Viatel U.K. Limited is that they 
will each need the statutory powers ut the Code to insult and maintain the telecommunication systems which 
are to be installed and ran under their proposed licences. 

7. The reasons why it is proposed that the Codr as applied should have effect subject to the exceptions and 
conditions referred to above ait that (hey ate considered reqimiie or expedient far (he purpose of securing 
(hat (he physical environment is protected, (hat (here is no greater damage to land than necessary, that tire 
systems ore installed as softly and economically as possible, and that each licensee go whom tire Code is 
allied can meet (and relevant persons tan enforce! liabilities unsing from the execution of worts. 

b. Rep res ent ations or objections may be made in respect of the proposed licences, the application of the Code to 
certain of the Licensees and the poposed exceptions and comiiii>ms referred to above. They should be made 
m writing by 12 June 1998 and addressed to the undersigned at tbc Depa rtm e n t of Trade and Industry, 
Communkanons and Information Industries Directorate, 2.67 Grey. 151 Buckingham Palace Road, London 
SWIW95S. Copies Of (he proposed licences can freely be obtained by lerinng ro the Department or by 
calling 0171 215 1756. 

Anthony I. Eden-Brown 

Department of Trade and Industry 

14 May 1998 


Suharto hurries home 
to find fewer friends 


By Sander Thornes in Jakarta 


Pakistan power 
companies face 
UK auditors 


President Suharto last week 
left Indonesia for his fust 
trip abroad In six months. It 
was an attempt to show the 
world that he was in full 
control of the country and 
could afford to leave and 
trust I tip militar y with main- 
taining order. 

But Mr Suharto will rush 
baric today, one day early, 
from a G15 meeting in Cairo 
to find his capital rocked by 
violent riots and many of his 
people wishing he had never 
come back. His trusted mili- 
tary killed six students and 
at least (me other Indonesian 
in his absence, and the may- 
hem this triggered yesterday 
Is unlikely to be the last 

Foreign media, he has 
said, had exaggerated the 
scattered student protests 
and last week’s rioting in 
Medan. His ministers tried 
to assure foreign investors 
that the worst bad passed 
and people would adjust to 
the sudden price rises last 
week that had sparked the 
violence. 

Mr Suharto's soldiers have 
seen worse riots - in 1996 - 
but yesterday they managed 
to protect shopping malls 
and riear most big thorough- 
fares without serious blood- 
shed. They obeyed orders 
and were unforgiving to the 
pom- who had emerged from 
the nearby slums to join the 
campus protests. But at time 
soldiers and police were 
openly sympathetic to the 
students. 

If the army is still on 
board with Mr Suharto, a 
growing number of the rul- 
ing elite is abandoning ship. 
Former ministers and allies 
of the president called for 
his removal yesterday and 
some tried to piggy-back on 
the student movement to 
position themselves for a 
place in a new regime, 
although none has yet gar- 
nered a groundswell of sup- 


By Farttaa Bukhari to Uaraabad 



A masked protester flees after spraying graff i ti reacting: ‘Suharto 
should cfle 1 new the Tisakfl University in Jakarta Reuters 


port 

The police were remark- 
ably restrained yesterday, 
leaving looters free to ran- 
sack small Shops, and it is 
far from clear bow much 
blood the soldiers are willing 
to shed to keep their presi- 
dent in power. 

“Sooner or later the penny 
is going to drop to them that 
stability will never return as 
long as Suharto is there," 
said Lance Castle, a lecturer 
of sociology at a university 
in Yogyakarta. 

Moreover, the popular out- 
cry over Tuesday’s killings 
raise the question whether 
any amount of blood could 
scare his people back into 
submission. 

“It win be like a boomer- 
ang," said Aji. an unem- 
ployed leather worker pre- 
paring to join one of at least 
four student protests in that 
city alone. “The more violent 
the army gets, the more vio- 
lence they win get hack from 
the people.” " 

It is still unclear who 
ordered the police, or mib- 
tazy to short from afar at.- 
students who were already 


retreating peacefully to their 

campus. Some believe senior 
generals are eager to under- 
mine the power of Mr 
Suharto or his chief com- 
mander, General Wlranto. 
But the president may well 
have judged his trip to Cairo 
a convenient moment to 
order a military crackdown 
that could not be 
blamed on him If it were to 
backfire. 

But it did backfire. And 
students appear more deter- 
mined than ever to keep up 
protests and launch a bigger 
campaign next week. 
•They’ve got the bit between 
their teeth," said David 
Reeves, an academic in 
Yogyakarta. 

In a country where the 
media have been tightly con- 
trolled for decades. Mr 
Suharto should be shocked 
to find, upon his return, that 
even the 'television stations 
that art owned by his chil- ! 
dren have grant the past two 
days reporting details of the 
IciTUng s 'and the riots. 

He may not be able to go 
abroad again soon - at least 
not voluntartly- 


The Pakistan government 
has hired “forensic auditors" 
from the UK to help in inves- 
tigations into the 
affaire of the country’s pri- 
vate power projects. 

The decision Js apparently 
motivated . by concerns 
among senicr officials over 
growing allegations that a 
recent ca m paign to investi- 
gate alleged corruption in 
the power projects has 
become one-sided. Critics 
say that the effort is dr i v en 
by a commitment to reverse 
the achievements of the pre- 
vious government, which is 
now in opposition. The audi- 
tors are expected to arrive 
within a week- 
Share prices on the Kata- 
chi stock exchange, the 
stock market, have weak- 
ened since an announcement 
at the weekend by Nawaz 
Sharif, the prime minister, 
that nine of the 19 private 
power companies had agreed 
to cut their tariffs. 

The companies were urged 
by the government for weeks 
to cut what it says are exor- 
bitant returns promised 
under a 1994 investment pol- 
icy for the power sector. 


launched by Benazir Bhutto, 
then prime minister. Ana- 
lysts said the campaign in 
the power sector could hurt 
investor sentiment because 
it involved a change in the 
conditions of an investment 
after it was made. 

Khalld Anwar, the law 
minister, said the auditors 
from the UK “will be given 
access to records of indepen- 
dent power projects (IPPs) 
and will be asked to carry 
out in-depth investigations. 
If wrong-doing is found, 
people will be dealt with 
severely." Mr Anwar said 
that the decision reflected a 
commitment to a “transpar- 
ent” investigation. 

Other officials said that 
the government would give 

the pow er companies the 

opportunity to make .volun- 
tary tariff cuts, even if the 
auditors trace evidence of 
corr upt ion. \ 

A number of foreign han\m 
and lenders are closely moni- 
toring the outcome of the 
dispute. More than 50 for- 
eign banks and multilateral 
Institutions such as! the 
Warid Bank are exposed to 
the drift raised by the power 
companies to set up busi- 
nesses in Pakistan. 
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The Saturday issues of Frankfurter Allgemeine Zeirung are 
full of good arguments to change places: No other European 
newspaper carries anywhere near us many offers for top 
executives, specialists and professionals. Over 60.000 highly 
qualified positions are advenised every year, covering a 
range of BOO occupations. You find E A.Z. in good newsstands 
and bookstores all over Europe. Or dial + 49 69 7591 - 1 637 
and we will send you the next Saturday issue free of charge. 
For advertising contact + 44 171 836 5540. 


ish 


111 Ul«1‘Jl-U In* tttf'Jiii. 

'• J. •' 



Jranffuricr^llijfmfim’ 


\- 



10 



FINANCIAL TIMES THURSDAY MAY 14 1998 


BRITAIN 


. NORTHERN IRELAND PROTESTANT ORANGE ORDER SAYS AGREEMENT DOES NOT OFFER PROSPECT OF END TO ‘TROUBLES' 


Hardliners scorn Blair’s peace appeal 


By John Murray Brawn 
in Belfast 


Jailed soldiers’ group sees minister 


The hardline Protestant 
Orange Order yesterday 
refused to endorse the 
Northern Ireland peace deal 
despite a last-ditch attempt 
by the Tony Blair, the UK 
prime minister, to win over 
Its leaders. 

The organisation - which 

has about 60,000 members in 
branches In Ireland, Scot- 
land and north America - 
said it had given careful con- 
sideration to the agreement 
but couid not back it 
because it did not believe the 
deal offered a real prospect 
of peace. 

The setback for the gov- 
ernment came as anti-rep ub- 


Catnpaigners for the release of 
two British soldiers serving life 
sentences In Northern Ireland 
tor murdering a man while an 
duty yesterday met Dr John 
Reid, the UK's armed forces 
minister. James Fisher and 
Mark Wright, both serving with 
the Scats Guards, were Jailed 
far the shooting of Paul 
McBride, 18, while on fact 
patrol In Belfast, the Northern 


Ireland capital, in 1932. 

General Muray Naylor, 
campaign chairman, said altar 
the meeting; "As Scottish 
Guardsmen we are concerned 
that two members of our 
regiment should still be held in 
prison nearly six years after the 
Incident” Dr Reid said the 
length of the prison term was a 
matter for Mo Mowlam, chief 
Northern Ireland minister. 


lican unionists demanded 
fresh guarantees from Mr 
Bl air that Sinn F&n would 
not be allowed to join a 
future government for the 
region unless the IRA. Its 


military wing, “decommis- 
sioned” its aims. 

David Trimble, the Ulster 
Unionist! leader, told the 
House of Commons that 
there was widespread union- 


ist concern that Sinn F&n 
would “take the benefits of 
inclusion in the assembly 
mad prisoner releases with- 
out accepting the matching 
obligations to show that 
there is a genuine peace, by 
their actions including 
decommissioning”. 

His concerns were echoed 
in the Republic of Ireland, 
where Bertie Ahern, the 
prime minister, said the 

unionist communit y in the 
North bad a “real fear" of 
sharing power with people 
who were, and might still be, 
associated with violence. He 
called an the IRA to declare 
that its war was over. 

He was responding to a 
comment in the Dfiil, the 
republic's parliament, by for- 


mer prime minister John 
Bruton, who spoke of “the 
need for the removal of 
ambiguity on this subject". 
Mr Bruton, leader of the 
Fine Gael opposition party, 
said unionist supporters of a 
Yes vote in next week's ref- 
erendum on the peace deal 
wanted "a clear statement 
from the IRA that the war is 
over for good". 

Simultaneous referendum.*! 
are being held in the repub- 
lic and Northern Ireland on 

May 22. 

It emerged yesterday that 
Mr Blair had writ t e n to the 
Orange Order in an effort to 
persuade its leaders to back 
the deal. 

Mr Blair warned that. 
unless there was decommis- 


sioning by the IRA, “the 
political consensus that pro- 
duced the Good Friday peace 
agreement could fall apart 
with the serious conse- 
quences that could Sallow for 
Northern Ireland”. 

The hardline Democratic 
Unionist party said the 
Orange Order was making 
“a brave, courageous and 
correct derision in not sup- 
porting the accord”. 

The Orange Order decision 
was made as the UK govern- 
ment shelved plans for a 
manorial to mark the 3,600 
killed during the Northern 
Ireland “Troubles”, opting 
instead to appoint Adam 
Ingram, the Northern 
Ireland security minister, as 
“ minis ter of victims”. 
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By Robert Ctote 
and Hichanl Adams 


The Bank of England, the 
UK central bank indicated 
yesterday that it may not 
cut interest rates as quickly 
as financial markets expect, 
as official figures showed a 
sharp jump in factory work- 
ers’ earnings. 

Animal earnings growth In 
the supposedly struggling 
manufacturing sector rose 
sharply in the year to the 
first quarter. Earnings 
growth for the whole econ- 
omy rose to 4.9 per cent, 
above the 4.5 per emit that 
the Bank believes consistent 
with the government’s infla- 
tion target 

“Firms really do have to 
ask themselves whether they 
can justify these increases 
because the danger is that 
today’s pay increase could 
become tomorrow’s mort- 
gage increase,” said Andrew 
Smith, employment minis- 
ter. 

Separate figures showed 
unemployment falling again. 
The proportion of the work- 
force jobless and actively 


seeking work was 6.4 per 
cent in the first quarter, a 
fall of 0.1 of a percentage 
point from the last quarter 
of 1997. The labour market 
data rekindled fears that 
base rates may not yet have 
peaked, even though the 
Bank was less pessimistic 
about infla tion in its latest 
quarterly report. This 
pushed sterling back above 
DM240. 

The Rank expects underly- 
ing inflation - which 
excludes mortgage interest 
payments - to rise to 3 per 
cent temporarily before 
dropping below tire govern- 
ment’s 2.5 per cent target 
later this year. There is a 55 
per cent chance that infla- 
tion will be below target in 
two years, but it will be ris- 
ing then as the impact of 
sterling’s strength recedes. 

The report said that infla- 
tion would be rising even 
mare strongly In two years if 
the Bank cut interest rates 
this year and next 

The Bank has reduced its 
inflation forecast since Feb- 
ruary because economic 
activity is weaker than 
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Bonuses cause big rise in earnings 


Big annual bonuses paid out by 
employers in March were 
behind the shop increase in the 
latest official earnings figures, 
published yesterday, Richard 
Adana writes. Average 
earnings In the three months to 
March increased at an annual 
rata of 4.9 per cent, the Office 
for National Statistics said. The 
in c reas e was well above the 
previous rise of 4.6 per cent, 
which was revised up from the 
original 4.5 per cent announced 


last month. The rise in public 
sector earnings was stable at 
2.6 per cent, but private sector 
earnings increased by 5.6 per 
cent 

“Private sector earnings 
growth gives serious cause for 
concern,” the Treasury said 
yesterday. Much of the private 
sector increase came from big 
bonus payments, especially In 
the chemical, food and tobacco 
manufacturing sectors - and 
the financial services sector. 


expected, sterling has been 
stronger and inflatio n expec- 
tations have been subdued. 

Mervyn King , the Bank's 
chief ec onomist , emphasised 
that the jump in earnings 


growth had not been expec- 
ted when tiie Inflation 
Report forecast was drawn 
up. 

The Inflation Report also 
falls to take sterling's recent 


weakness into account Mr 
King said that if this per- 
sisted the outlook would 
have to be reassessed. The 
Rank also warned that the 
forthcoming minimum wage 
could put upward pressure 
on inflation and Interest 
rates, sparking a hostile 
reaction from trade unions. 

“There Is no evidence that 
the minimum wage wiD fuel 
inflation.” said Rodney 
Blckerstaffe, general secre- 
tary of th e Unison public ser- 
vices union. He said the 
Bank had kept quiet about 
the inflationary threat from 
City bonuses and boardroom 
pay deals. 


Samuel Brittan, Page 14 
Bfitnrial Comment, Page 15 
Lex, Page 16 
Curandas, Page 27 


CRIME INSIDE COMPANIES E & Y REPORT SAYS OFFENDERS ARE OFTEN EMPLOYEES WHO SET UP SYSTEMS 


Managers ‘co mmi t half of worst frauds’ 


By John Mason in London 


Half of the worst frauds 
suffered by big companies 
are committed by their own 
management, according to a 
survey of leading companies 
and public bodies In 32 coun- 
tries by Ernst & Young, the 
accountancy firm. 

It says poor internal con- 
trols and directors who fail 
to understand bow their 
businesses work are the 
main reasons for managers 
and other long-serving staff 
being responsible far most 
losses. Fraud by all staff 
accounts for 84 per cent of 
the total, says the report, 
carried out every two years. 


Sarah Evans, a partner 
with E&Y’s fraud group, 
said: "The offenders are 
often employees who set up 
control systems In the first 
place. They know where the 
loopholes are when directors 
don’t understand their own 
businesses sufficiently and 
fail to update controls ade- 
quately.” 

The survey shows that 
more than half have been 
victims of fraud in the past 
year. The bulk of offences 
involved theft of cash and 
purchasing frauds in which, 
for example, employees 
received kickbacks for plac- 
ing orders. The “worst case” 
frauds totalled $628m last 


year, of which only $85m 
was recovered. Some 28 
organisations had each lost 
more than 825m from fraud 
in the last five years. 

Areas in which companies 
are failing to guard against 
fraud include: 

• Lack of knowledge of the 
workings of remote sites and 
overseas operations. 

• Poor understanding by 
directors of electronic com- 
munications and informa- 
tion technology. 

• finrmn unicatlon of fraud- 
reporting policies to staff. 
More than half the compa- 
nies said they were opposed 
to “hotlines" to enable staff 
to report fraud. 


The widely-held view that 
hanks and financial services 
were the worst-affected sec- 
tor was wrong because more 
than 60 per cent of frauds 
involving more than Sim 
occurred In other sectors. 

• British embassies in 
Moscow, Paris and Washing- 
ton are among those mo6t at 
risk from fraud, according to 
a risk analysis conducted by 
the UK government’s For- 
eign Office, George Parker 
writes. The department has 
established an “early warn- 
ing system" following revela- 
tions of irregular payments 
at the British embassy in 
Jordan. 

There has also been criti- 


cism of accounting proce- 
dures by the House of Com- 
mons public accounts com- 
mittee. It was told that the 
list of embassies most at risk 
from fraud was based on 
issues such as income and 
expenditure, the number of 
locally recruited staff and 
the amount of financially 
sensitive work, such as 
immigration. The top 20 
posts, in descending order of 
assessed risk, are Islamabad, 
Lagos, New Delhi, Dhaka, 
Moscow, Bombay. Beijing, 
Bangkok. Cairo, Amman, 
Karachi, Paris. Washington, 
Brussels, Tehran, Nairobi, 
Istanbul, Accra, New York 
and Jakarta. 


Airline 
fails to 
halt rival’s 
launch 


By Join Mason, 

Law Gouts Correspondent 


EasyJet, the cheap fare 
airline, yesterday won per- 
mission to continue its Lon- 
don court action against Go, 
its low-cost rival operated by 
British Airways. 

But it lost its attempt to 
win an injunction to delay 
the start of Go’s operations 
next week, with flights from 
London Stansted to Rome, 
Milan and Copenhagen. 

EasyJet had asked the 
High Court fix: the injunc- 
tion because it alleged BA's 
guaranteeing of leasing 
finan ce to enable Go to buy 
eight Boeing 737 aircraft 
amounted to a breach of 
European Union competition 
law. EasyJet claimed the 
subsidies were a possible 
breach of the Treaty of 
Rome, with BA abusing its 
dominant market position to 
stifle competition. 

BA had counter-argued 
that there was nothing 
inharantly unlawful in par- 
ent companies subsidising 
subsidiary companies. 

The judge ruled that both 
sides had an arguable case 
about whether BA was abus- 
ing its market position and 
its possible effect on EU 
trade. He said the case 
should be settled at a full 
trial. 

He dismissed easyJet’s 
application for an injunc- 
tion, saying that Go’s launch 
did not pose an immediate 
threat to easyjefs survivaL 
• National Air Traffic Ser- 
vices (Nats) will have diffi- 
culty opening its long-de- 
layed new control centre by 
the turn of the century even 
though most of its computer 
system is working, our Aero- 
space Correspondent writes. 

Bill Semple. Nats chief 
executive, said yesterday the 
opening or the centre at 
Swanwick in southern 
England would be delayed 
further if the government 
acted on a recent House of 
Commons committee recom- 
mendation and ordered an 
audit of the system. 


WEAPONS PROCUREMENT SPENDING WATCHDOG SAYS PROJECTS ARE ON AVERAGE 3 YEARS LATE 


Biggest defence programmes $5bn over budget 


By Alexander NicoB, 
Defence Correspondent 


The UK’s biggest weapons 
procurement programmes 

are costing Eton ($5bn) more 
than estimated and are an 
average of three years late, 
the National Audit Office, 
the state spending watchdog, 
reported yesterday. 

Its annual “major pro- 
jects" report produced a 


broadly similar picture to 
last year’s. 

It disclosed that Lockheed 
Martin of the US will pay an 
estimated £23.5m in damages 

because of delays on its 
£i.lbn programme to deliver 
25 C-130J transport aircraft. 

It criticises the method of 
calculating damages a rising 
from delays to Land Rover 
utility trucks, saying dam- 
ages recovered are less than 


2 per cent of the £23m addi- 
tional defence ministry 
costs. 

The ministry said it was 
conducting an wide review 
of procurement practices. 
Officials said the greatest 
potential for savings in 
defence contracts was in 
their earlier stages and the 
results would therefore take 
time to work through into 
NAO reports. 


The NAO analysed 25 pro- 
jects with a combined cost of 
£36iltm which have the high- 
est forecast expenditure over 
the next 10 years and on 
which £10m has already 
been spent The cost of the 
20 projects common to last 
year's report and this year's 
has risen by £341m, of which 
about one-third was due to 
changes in programmes. Of 
the increase. £12 4m came 


from the EH-I01 Merlin heli- 
copter. mainly because of a 
crash in 1996 of a pre-produc- 
tion model. 

Inflation accounted for 
nearly one-third of cost 
increases, with the cost of 
the £14^bn Eurofighter ris- 
ing by £95m and that of the 
C130J aircraft by £48m- 

Although the average 
delay remained unchanged 
at 37 months, the 20 common 


projects slipped by an aver- 
age of three months during 
the year, the NAO says. 

Projects further delayed 
Include the £2bn Astute sub- 
marine programme, held up 
by 14 months mainly 
because of negotiations with 
GEC, the manufacturer. It is 
now 3K years late. The Bow- 
man radio programme for 
the army is now 6 V* years 
overdue. 


NEWS DIGEST 


SCOTTISH REPROCESSING SITE 


Th« gowmment was u?sea ywferuay to shut the troubtod 
Dounreay nuclear reprocessing site In Scotland as concern 
grow about the plant’s safety problems and its rote m helping 
India to develop nuclear weapons. Rosearma Curmfagham. 
chief environment representative far the Scottish Nuticnalist 
party, said Dounreay had sent highly enriched uranftsn to 
India, where nuclear weapons testing this week has triggered 
International outrage. “I suppose that mis is one of tea UK’s 
contributions to non-proliferation,’’ she told the House of 

Commons. , . _ 

Dounreay confirmed that it had delivered fuel elements to 
India’s Apsara reactor in the 1960s, but said it had recovered 
teem for reprocessing in the early 1900s. But it said that in 
recent years it had "no commercial dealings with India 
because of the Delhi government’s faBure to sign the nuclear 
non-proliferation treaty. 

Ms Cunningham called for the ageing plant to be "retired 
before there Is any more opportunity for error*. The ptent was 
ordered to shut down its fuel cyde area Indefinitely on Mon- 
day after a power failure raised safety worries. Dounreay. 
which is operated by toe Atomic Energy Authority, was last 
year ordered by toe Nuclear Installations inspectorate to stop 
reprocessing after other technical faults were uncovered. 
Leyfa Boulton in London and James Buxton in Etflnbtagh 


BUTTE MINING 


Former director convicted 


A former director of Butte Mining, set up to extract mineral 
deposits from a mine fa Montana in the US, was convicted in 
London yesterday on two counts of conspiracy to defraud. 
John Clarke was convicted of conspiring with others to 
defraud shareholders fa Butte by helping to publish mislead- 
ing details about the company during share issues fa 
1987-88. 

A second defendant. Roy Bichan, another Butte director, 
was acquitted of the same charges. The jury is stin consider- 
ing verdicts on two other defendants. John Mason, London 


COMPUTER DATE PROBLEM 


Legal action threatened 


FINANCIAL TIMES 


Award for aide to SA minister 


The seventh David Thomas Prize has been awarded to Jer- 
emy Baskin of Johannesburg for an essay entitled A Basic 
Income for South Africa. Mr Baskin, adviser to South Africa’s 
labour minister, received the £3,000 ($5,010) award at toe 
London headquarters of the Financial Times. The prize was 
established In memory of David Thomas, an FT journalist 
kitted on assignment fa Kuwait in 1991. The theme of the 
1998 award was The Future erf Work. 


COMMERCIAL VEHICLE SALES 


UK track tegfefraanngAj^t99B 

Truce (owras tonaas) . i ; ! V : ; ' ; . 


, . r.*r 

• ' ' • : 199? 


Jm*rf99B >. jMfar 




% . . 

*** 


-tog 


MW 1 

V 


fiat- 

taeoGraar" * »Ji- 


.ton 


W'lw 

.'■n:; im 


■ i 4 * 

' .**£ 
-w. 

•.7196. 




it* 

— . .. .* V&3 

.eSv 1 V--?-- " ,"•**. '#*: -vkoT 
- - ■* ' ;;4aQ‘^ -.«* 


1006 ww 2U 

: *ar. ttav 
2T4 .'^nr 
■ ix* *.«1 >au» 

■12j8 2.0JD 212 
'aS ljKSXB 


690 

204 

ISA 

14J 


m* 

■ -a u>: 

15* 


, iao 

: ti> 
.•-44. 

'49' 


% ft*. >1,398 ;4M 
-Sa. l ^93a''3W- 


• •12a'.-. 

• * 11 XT' *’ 

‘W; 

- 


> tear JM«pnT Fun *1 




Jta 




Truck imports rise by 31.3% 


Imports of bucks jumped by 31.3 per cent last month, the 
Society of Motor Manufacturers and Traders reported yester- 
day. That continued a trend that saw the share of toe track 
market taken by Imports reach a record 69.3 per cent - wefl 
above toe 63.6 per cent of April 1997. Importers are making 
strong gains In att sectors of the market for commercial 
vehicles, importers' share of panel van registrations last 
month was 58 per cent, 10 percentage points above the pre- 
vious April. Within toe total market toe rising import trend was 
just as clearly marked. Panel van imports were up 23 per 
cent, imports of light vans increased nearly 10 per cent as 
groups such as Mercedes, Peugeot and Flat reaped toe bene- 
fit of new models and competitiveness enhanced by ster- 
ling’s strength. April saw a year-on-year rise of 20.4 per cent 
in registrations of bucks. John Griffiths, London 



Concern over role of plant 
in Indian bomb making 
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Companies failing to take steps to correct the ‘‘mflJennhJm 
bomb" - the computer date recognition problem which threat- 
ens to disrupt all areas of life after 2000 - could face legal 
action, the Health and Safety Executive warned yesterday. 

CBve Norris, director of safety poBcy at the HSE. said that 
companies had no alternative to taking action of some kind. 

“At the very least, you should identify whether you have a 
problem or not If you don’t have one - end of story. But if 
you do, end you do not deal with it Inspectors win consider 
appropriate enforcement action.’’ Proposals range from insist- 
ing on "year 2000 compliance’ by law to requiring pubtte 
companies to list theti preparations In financial reports. The 
HSE move is the first reel threat of action against companies 
ignoring tire problem. Alan Cane, London £ 
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Together with our Star Alliance™ partners -Air Canada, Lufthansa, THAI, United Airlines and Varig- we offer you seamless travel to more than 600 destinations 
in 108 countries. We care far yon ail the way. For more I n fo r mati on, visit u» at www.mmb or call 0845 60 727 727. 
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seamless worldwide travel 
in comfort and style. 
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MANAGEMENT & TECHNOLOGY 


MAN AGEMENT PROFESSIONAL SERVICE FIRMS 

Managing 
when your 
output is 
people 


Tony Jackson asks 
how big a firm may 
get and still remain 
fast and flexible 


■SSThe professional service 
firm, the management 
■ it* guru Tom Peters says, is 
"the bet model for tomorrow's 
organisation in any industry”. 

He is not alone. These Dims - 
consultants, auditors, lawyers 
and so forth - are typically infor- 
mal in their structure, and good 
at teamwork and knowledge 
sharing. The world's big corpora- 
tions are easily portrayed as lum- 
bering in their wake. 

The reality is mare subtle. Pro- 
fessional service firms once con- 
sisted of small groups of 
like-minded peers. Their head- 
long growth is bringing them 
management problems that most 
big corporations addressed long 
ago. 

Some are turning Into conglom- 
erates - not the most fashionable 
structure in the corporate world. 
Some are trying to run their busi- 
ness worldwide rather than by 
country, just as the big global 
companies have done for years. 

But the Tom Peters view can- 
not be dismissed. Start with the 
way these firms train, organise 
and lead their people. 

"The management of the pro- 
fessional services firm is an oxy- 
moron,” says a senior manage- 
ment consultant. “The trick is to 
guide and steer people without 
managing them.” 

Or as Alan Morris, senior part- 
ner of the law firm Simmon ds & 
Simmonds. puts it. leadership 
means being clear on the objec- 
tive. “If you're very focused on 
that, you can be very flexible. A 
lot more people can come up with 
their own solutions. My job is to 
tweak people back towards the 
end result." 

An essential element is the cre- 
ation of teams, which can work 


together on coming up with the 
answers. Teams are also central 
to training. 

Paul Mitchell. UK head of the 
Boston Consulting Group, says: 
“A huge amount of the training 
people get is in discussion with 
those who have been down the 
road before. When young people 
join the firm, they join teams. 
That only works if you have 
enough senior people with 
enough time to devote to them.” 

Nobody in Mr Mitchell's firm is 
expected to spend more than 50 
per cent of his or her time on 
conventional management. “In 
the professional services firm, 
leaders lead partly through their 
credibility as practitioners," he 
says. 

But if teams are vital it is 
equally Important that people do 
not identify with them too 
strongly. Peter Smith, UK head of 
Coopers & Lybrand, says: “The 
leadership skill is ensuring you 
don't create firms within firms. 
So you move people from group 
to group, and you organise 
around clients.” 

Partners must also look beyond 



claim a clear lead over their cli- 
ents: that most fashionable disci- 
pline. knowledge management 
Knowledge is their entire stock 
in trade. If they do not know 
what they own, they are dead. 

They transfer their knowledge 
in three ways: first the appren- 
ticeship system: second, the cre- 
ation of networks, by meetings or 
e-mail: third, the formal logging 
of data on to central computer 
systems. 


The management of the professional 
services firm is an oxymoron. The 
trick is to guide and steer people 
without managing them* 


their client responsibilities. Mr 
Mitchell says: “It's relatively easy 
to narrow your focus to those 
clients which concern you. and 
leave worrying about your people 
as a whole to someone else. But 
the one thing which absolutely 
motivates junior people to stay is 
the sense that senior people are 
role models, and demonstrate 
they care.” 

There is one more area in 
which professional service firms 


This is the most talked-about 
method, but not necessarily the 
most important. Suppose. Mr 
Mitchell says, he has a new client 
in the ice cream business and 
needs to find out about the indus- 
try. “I don't want 5,000 electronic 
entries on ice cream. Td use the 
system to find out who knew 
about it, then phone for a chat” 
That has profound cultural 
implications. “The people with 
the knowledge need to be willing 


to transmit it, even when they're 
busy and there's nothing In it for 
them. A partnership structure is 
more conducive to that. You keep 
finding companies where division 
A doesn’t talk to division B, and 
If a division A manager helped 
division B he would get a 

bollocking.” 

So much for the professional 
service firm's advantages. What 
about the drawbacks? 

One of these is the risk of cou- 
gfomeracy. The Big Six account- 
ing firms will audit a client's 
books, advise it on strategy and 
very possibly take over whole 
functions such as tax, IT or even 
payroll. At what point does this 
run out of control? 

“That’s a very fair challenge," 
says Mr Smith of Coopers & 
Lybrand. He has two main 
answers. First, some at least of 
the people involved can be 
switched from one task to 
another. More important, he 
argues, the job of the big profes- 
sional service firm these days is 
to work on complex problems. 

“It all comes back to the client 
partner,” he says. “He or die b 
critical as the person who Identi- 
fies the complex problems to be 
solved. Then the organisation 
needs to have the knowledge sys- 
tem to tell that partner how to 
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bring the skills from around the 
world to solve than.” 

On the face of it, this is hard to 
argue with. All the same, there 
remains a faint sense of unease. 

It has emerged from this series 
that today’s profess anal service 
firms are the product of opposing 
tensions. Their immense growth 
papers over certain problems and 
gives rise to others. It is not clear 
how for that growth is desirable. 
Nor is it clear how for it can be 
sustained. 

One final thought from Mr 
Smith. Hie auditing business was 
created in Victorian Britain. The 
lyinsniting - business has Its roots 
in the US. The model of the pro- 
fessional service firm now being 
exported worldwide is essentially 

Anglo-American. 

Mr Smith's experience in Asia 
and Latin America suggests the 
model may not be entirely suited 
to local ways of doing business. 
“Over the next 20 years," he con- 
cludes, “the interrating question 
for the next generation of leaders 
will be whether this is a truly 
global approach. Or will there be 
something inherentl y Chinese or 
T-attn to challeng e it?* 

This is the last m a series of three 
articles on professional service 
firms published this week. 


Spin doctoring 
may be the key to 
quantum computer 

Quantum computing ts the Graif of 
electronics; Using the principles of 
quantum mechanics, these 
computers am theoretically 
capable of performing tasks ki 
many fewer steps than classical 
computers. But no large-scale 
quantum computer yet exists; the 
practical problems In buHdlng such 
a device are formidable. 

A radical proposal for the design 
of a quantum computer has been 
put forward by researchers at the 
University of New South Wales in . 
Sydney in this week’s Nature, the 
international science journal 

The design fefies on the 
electronic manipulation of atomic . 
nuclear spins. The computer's 
Information units - or quantum bits 
- come from the quantised nuclear 
spin states of phosphorus atoms In 
doped siflcon. To perform the 
calculation, these spin states are 
controlled aid measured 
I electronically. 

The attraction of the proposed 
device Is its use of sofid-steta 
i silicon devices, so it would not 
need an entirety new fabrication 
technology. However, there would 
have to be significant advances In 
conventional silicon electronics 
before the idea may be realised. 
University of New South Wales: 
Australia, tel 61293856313; e-mail 
kane&newtphys. unsw. oduAu 

Chemical to help 
track Paritinson’s 

US researchers have developed an 
Imaging agent that may allow 
doctors to diagnose Parkinson's 
tfisaase more accurately and 
earlier. 

Researchers at Harvard Medical 
School and Massachusetts General 
Hospital have developed a 
chemical called ARropane, which 
allows them to visualise the degree 
of nerve loss in the brains of 
people with different stages of 
Parkinson’s. 

At the moment, the disease is 
wrongly (flagnosed In a significant 
minority of earfy stage cases. Early 
diagnosis would help researchers 
to develop treatments. 

The chemical, which has a 
similar structure to cocaine, binds 
to a protein that is associated with 
certain neurons that gradually die 
as the disease progresses. By 


attaching a radioactive label to the 
chemical. It can be detected 
using computed tomography 
imaging. 

Massachusetts General Hospital: 
US. tel 6177262000; hBp:// 
www.mghJwivaixi.edu/ 

Daimler makes 
waves to cut noise 

Daimler-Benz, the German car 
company, is working on an 
electronic system that may silence 
the inflating drone of a car engine 
at the touch of a button. The idea 
behind the system is that two 

sound waves wffl cancel each 
other out; It one is delayed by helf 
a wavelength. 

The system comprises eight 
microphones in the lining of the car 
roof; which detect sound and 
convert it Into signals. A 
microprocessor displaces the 
signals by exactly half a phase and 
distributes them to six speakers 
around the car. These speakers 
emit ‘delayed" noise that will 
cancel out much of the engine 
noise for the driver and 
passengers. 

Daimler-Benz: Germany, tel 
7111793271; fax 7111794365 

Trials to start on 
bar-code successor 

The first trials of ‘smart label* 
technology developed by Philips 
Semiconductors are about to begin 
in Spain. 

These labels contain an 
integrated circuit attached to an 
antenna. The chip can 
communicate with a scanner by 
radio signals over a distance of up 
to 1 2 metres. 

The chip can be programmed 
with detailed information about the 
product, such as the date and 
place of manufacture and 
distribution history. Information 
may be changed or added to the 
label, which' ts an Import an t 
advantage over conventional 
bar-codes. It also afiows individual 
products to be examined without 
having to unpack each item. 

The technology has been 
developed by a group of European 
countries. 

Philips Semiconductors: The 
Netherlands, tel 3 140272209 1; 
httpdlwww^emiconductars. 
ph3ips.com 

Vanessa Houlder 
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The Deadline for the Millennium Bomb is Fixed 

...31st December 1999 


op vision of t 


The time to act and achieve positive results is now. 


I t will not go away. Ii will affect all IT systems 
oo which organisations rely, lifts, heating systems, 
signalling equipment, telephone exchanges, environ- 
mental monitoring equipment... In fact everything with 
embedded time/date -sensitive electronics. 

Yet the problem is not insurmountable. The problem 
is time. The solution is 10 understand the scope of the 
problem and to start now. 

Tackling rhe Year 2000 is an official UK government 
publication on (he Year 2000 issue. Written by the UK's 
Central Computer and Telecommunications Agency 
(CCTA) and endorsed by the DTI. Tackling the Year 
2000 provides comprehensive, authoritative and 
objective guidance an managing every aspect of 
(be Year 2000 project lifecycle. 

In non-technical accessible language. Tackling the Year 
2000 provides ail organisations with the vision, 
commitment, guidance and direction necessary 
to complete in lime. 


ORDER NOW 
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For the Board 

Tackling (he Year 2000 provides expert, accessible 
advice and guidance on business critical issues 
including: business continuity, managing risks, business 
priorities, SMART plans, die trade-offs between cost, 
risk and benefits and tbe allocation of resources. Plus 
important legal implications for tbe business. 


For the Year 2000 Project Manager 

Tackling the Year 2000 provides Project Managers best 
practice advice covering tbe whole project lifecycle, 
including: fust class guidance on effective programme 
and project management, pros and cons of available 
tools for source code scanning, analysis of available 
structured and functional testing techniques, guidance 
on how to develop a testing strategy, plus expert advice 
on managing the testing process. 


Order your copy direct by calling Financial Tunes 
Management on +44 (0)1704 508080. 

Tackling the Year 2000 includes: 

♦ Volume 1 : Executive Overview 

♦ Volume 2: Manag ing tbe Programme 

♦ Volume 3: Kick-starting tbe Organisation 
♦Volume 4: Assessing tbe Size of Your Problem 

♦ Volume 5: Tbstrng and Compliance 

♦ Volume 6: Tbe Legal Implications 
Available in printed format and CD-ROM 


Price £295.00 
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Nigel Andrews on 

Pedro Almodovar's 
colourful black comedy 

Life is Pedro Almodovar’s Live 
Flesh comes in a variety of col- 
ours. Red, green and orange for 
furniture and wallpaper. Bright 
pink and sky-blue whenever pos- 
sible. And scarlet for blood, lots 
of .iL 

Once a colourist, always one. 
This movie is so gorgeous to look 
at - like a Matisse cut-up collage 
that has formed itself Into a story 
- that you forget it is a thriller 
based at several Spanish removes 
on a Ruth Rend ell novel. It seems 
more like a mad, murderous 

UVERfSH 

Pedro Almodovar 

DEP IMPACT 

Mimi Letter 

wStHINGs' 

John McNa tighten 

TT€ HANGING GARDEN 

Thom Fitzgerald 

KWGDOM il 

Lars Von Trier 




sequel to Almodovar's Women On 
The Verge On A Nervous Break- 
down. 

I could describe the plot, but I 
take warning from Barry Nor- 
man's recent attempt to do on 
TV. Fifty million ears glazed over 
as he related how handsome 
orphan Victor (Liberto Rabal) 
loves beautiful charity-worker 
Elena (Francesca Neri) who is 
married to wheel chair-bound ex- 
cop David (Javier Bardem) who 
was having an affair with his 
partner's wife Clara (Angela Mol- 
ina) when Victor’s gun fatefully 
went off. . . 

Almodovar’s genius is to make 
this multi-strand spaghetti -like 
story- seem flavoursome, al dents 
and irresistible. It is about the 
impossible relationship between 
passion and destiny. Destiny 
makes portentous patterns for 
our lives, as in the prologue 
showing the baby Victor’s emer- 


gency birth on a bus during 
Franco's 1970 Emergency. (The 
state duly honours him with a 
free bus pass.) 

Next, passi on , comes in to tons 
everything to anarchy or emo- 
tional action-painting. Then pat- 
terning comes back once more, in 
the rhyming ironies of a world 
where even things that don't go 
to plan in a sense do; as in the 
scene where a ricocheting bullet 
in a real room ends up wiling a 
person (or seeming to) an televi- 
sion. 

The movie being shown is a 
Bunuel black comedy, which is 
wbat Almodovar’s Aim essen- 
tially is in colour. Human com- 
munication. never mind frmwm 
love, is a nest at serpents. People 
love each other and hate each 
other for all the wrong reasons. 
“You’re offensively honest,” says 
one spouse to another. And when 
words fail Almodovar inserts a 
near-abstract close-np of an 
orange being sliced or a glass 
rolling on the floor. He gives 
these the force of visual fudkus, 
luminous little worlds of chaos or 
cruelty animated by metaphor. In 
this film there seems scarcely a 
moment when the screen is not 
alive with wit, wisdom or a 
darkly mischievous symbolic res- 
onance. 

★ 

In Deep Impost the world is about 
to catch a meteor the size of New 
York. President Morgan Free- 
man, the first black man in the 
White House, calms the people, 
quotes from the Bible and sends 
Robert Duvall into space. Duvall, 
crinkling his Cro-Magnon fore- 
head, pilots a crew whose plan is 
to use nuclear devices to explode 
the thing before it hits Central 
Park. Meanwhile, down, la Cen- 
tral Park and environs, Vanessa 
Redgrave, Maximilian Schell, Eli- 
jah Wood and others have just so 
many hours to sort out their 
soapopera relationships. 

The film is even worse than it 
sounds. This disaster movie in all 
senses begins slowly, speeds up 
to snail pace, then gives us a 
brief visual epileptic fit (tidal 
waves sweeping away Manhat- 
tan) before subsiding into its 
piously inspirational “Life goes 
on” moda . • 

To go an, however, life mist at 
least begin. Here we are shuffled 






Daddy mischievous: Uberto Rabat and Angela Mofina in Almodovar's ‘Live Rash* 


-between' rival pilots like visiters 
to an ill-laid-ont garden of 
remembrance. Over here is a 
moribund love story, there a bat 
of political intrigue, there again 
two parents fighting to repair 
their relationship (Schell and 
Redgrave) while their TV anchor- 
woman daughter (Tea Loni) is 
busy keeping us up to speed with 
the story. Once or twice a spec- 
tacular shot of a gri dlocked evac- 
uation highway shows us simul- 
taneously what we are missing. 
spectacle, and what we are get- 
ting, paralysis. 

★ 

The plot of Wild Things is little 
better. It has as many twists as a 
corkscrew, but there are cork- 
screws and corkscrews. Some 
cleanly release the cork; others 
reduce everything to debris in 
the bottle.' 

John McNaughton of Henry 
Portrait Of A Serial Killer 
directed this tale of a girl who 
cites rape, a teacher who protests 
his Imormiy (Matt DfllCBO} and a 
police detective (Kevin Bacon) 
who fakes a personal interest in 


the case after he declared 
public war an sex crimes. The 
three other main characters are 
Florida (ah the unruly passions 
of the SotrthQ big money (Ther- 
esa Russell as the girl’s mother 
and Robert Wagner as her fat-cat 
friend), and Scream’s Neve Camp- 
bell as the sultry “swamp trash" 
- her words not mine - who may 
be b ehind it afl. ' 

Actually almost everyone is 
behind it As one last-reel twist 
outdid another I jokingly whis- 
pered to a friend. “At this rate 
even Bill Murray (who plays a 
comic-relief lawyer) will be in on 
it” And lo! He is. The film plays 
like Blood And Wine crossed with 
Suddenly Last Summer. And to 
prevent yon mining the point 
that the film is talking about 
Serious Primitive Emotions, 
McNaughton features many a 
cut-in shot of alligators and 
tom-tom noises on the sound- 
track. 

• -* 

Feelings are primal in The Hang- 
ing Garden too. A gay Zrisb-Cana- 
dian youth comes home for a 


family reunion and hallucinates 
afl over the garden: inter alia he 
“sees” his suicidal younger self 
han ging from a tree. We are not 
talking an y garden here. This is 
the rambling, exotic bower where 
Dad used to hit him if he couldn’t 
remember the names and geaynns 
of all the plants. 

Our mad geneticist has this 
time crossed Suddenly Last Sum- 
mer with Look Homeward Angel. 
Writer-director Thom Fitzgerald 
has poetry in his camera - it 
performs lyric swoops and arcs - 
but grit in his story sense. If we 
are in psychodrama-land how 
come other characters coolly 
share the boy’s visions? If we are 
in naturalism-land, with antic 
twitches, why do the fringe char- 
acters like Granny seem as con- 
sistently batty as anything else? 
★ 

Pass an to Kingdom H. Here the 
comfort is that everyone is mad 
without exception or apology. 
This is the sequel to Lars Von 
Trier’s great mega-soap set in a 
Danish hospital. Taken entire, 
this work Is surely the finest 
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ALACTifl^li^A CAyLAY 

Rent' , . ' 

Sbaftasbory Ttaabe, Loodoa WC2 

As shlbck musiads go. Rent is 
harmless enough. . It is . a 
well-meaning, trite, and muddled 
New - York show about the New 
York of the early 1990s; as seen 
in London In 1996 - although the 
West End and Broadway produo 
tions are virtually Identical - it 
looks rather more feeble and 
absurd. A thoroughly P-c., inade- 
quately narrated, not-very-up-to- 
date, re-telling of La JBoh&me ; it 
features dykes, gays, drugs, 
punks - but so do umpteen 
shows these days, rt is a pop 
vision of downtown New York 
that has triumphed in uptown 
New York; Broadway pretending 
to “get” the Lower East Side and 
hugging it to death. - 
Cute; tepid; ph<mey. “They say 
that I have the best ass beneath 
14th Street!” sings Mtmi; “1 didn’t 
recognise yon without the hand- 


INTERNATIONAL 

Arts 

Guide 

AMSTERDAM 


EXHIBITION 

Rqksmuwum 

Teli 31-20-673 2121. 

Sunday; Photographs by Catrten 
Ari6ns. The first In a series of . 
special photography commissions 
asks what do the Dutch do on 
Sundays; to Aug 23 

OPERA 

Netherlands Opera, Hot 

Muztektheator 

Tefc 31-20-551 6911 

Toeca: by PuccinL New production 

by Nikolaus Lahnhotf, conducted 

by Riccardo Chafity. Cast includes 

Bryn Terfel; May 15, 1 7. 19 

BONN 

EXHIBITIONS 

Kunst- toid AusstsMunsshalte oer 

Bundesrepubfik Deutschland 
Tek 49-228-917 1200 
www.ftah-bonn.de 

Tbelberfens: eflspfcyof 350 
objects made, between to* stem 
and the first century' BC. by a 
fiffle-known chrKsatfon which 
existed on the west erf the 

Mediterranean bowl, between 


cuffs,” replies Roger’ The book, 
jnusic, and lyrics for Kent were 
written by Jtmathan Larsdn, who 
died In 1996, aged 3$, of an Aids- 
related aortic aneurysm. Yet Rent 
sounds’ more musically old-fash- 
ioned than these tots about Lar- 
son’s life lead you to .expect... 
Apart from a teensy bit of diluted 
zap,. there is sot a musteaLidea 
here you -haven’t been hearing 
since the mid-1970s; Rent is a 
Middle- Aged-Trendy rock-opera 
masquerading as Youth Catture. 
It includes tango, soul, and other 
genres: all ironed out into must 
cal uiuformtty by rock treatment 

Do you remember Hair? Kent 
deliberately recycles Ideas from 
that 30-year-old paean to liberal- 
ism. “Sodomy! Masturbation! 
Mazfluana!” sings its cute little 
chorus-line of downtown Bobcsni- 
axis, as if these words were fash- 
ion items or tourist attractions. 
Have the 1960s sunk to this? Kent 
is Hair without the melody. witb- 
out the hope, and without the 
originality. 

So. what gives in Rent? Roger 
(in La Bohime. Rodolfo) plays 


guitar and tries writing saccha- 
rine pop songs. Mimi is a kinky 
dancer; also a drug-addict Mark 
(Marcello) is a wannabe 
avant-garde film-maker (though 
the film he shows at the end is, 
by downtown New York stan- 
dards, both dated and corny). He 
used to date Maureen. (Musette). 

'Rent' Is ‘Hair* 
without the melody , 
without the hope, 
and without the 
originality 

She is now a feghfan performance 
artist Angel (Schannard) is a 
drag queen. She/he has an affair 
with Collins (Colline). Mark’s and 
Roger’s former room-mate Benny 
now charges them rent and plans 
to evict them soon; he also used 
to date Mimi. _ 

Act One - in which the two 
main couples fen in lurve — is 


stale. Angel sings with Collins of 
sharing “a thousand sweet kis- 
sez”. Mimi and Roger, falling for 
each other less energetically, just 
keep chanting “Here goes". 

-. Act Two - in which two of the 
lovers die, sort of - is staler. 
“How do you measure a year?” 
everyone sings to us after the 
interval; whereupon they all sug- 
gest “How about lurve?” Angel, 
no longer in drag but dressed in 
white, dies of Aids and/or a truly 
ally piece of Let’s Wave White 
choreography. You would need a 
heart of stone not to giggle at the 
memorial service to her/him. And 
wits of lead not to yawn at the 
death of drug-wrecked Mimi. 
“Who do you think you are?" 
sings Roger to her as she lies 
there, gazing up at him but not 
dying fast enough. So be clobbers 
her with the rhyme: **. . . leaving 
me alone with my guitar?” 

I like same of the performances 
(Bonny Lockhart as Collins, so 
relaxed) and loathed others 
(Anthony Rapp as Mark, so ner- 
dlsh and tense). But so what? In 
recycled pop material like this. 






Sentimental stilocfc Anthony Rapp and Adam Pascal 


the difference between good and 
bad performances Is too small to 
be interesting. Not even the dif- 
ference between the four Ameri- 
can actors from the Broadway 
production and the British new- 
comers is interesting. 

Many very successful modern 
musicals are much worse than 
Rent, and many of them deliber- 
ately leave a nastier taste in the 
mouth. Rent is really just a feel- 


good bit of sentimentality. Its bad 
characters aren't really bad, and 
its good characters aren’t really 
good. You’re meant to feel sorry 
for those who die, and to be glad 
that their lovers who live can 
tom their experience into down- 
town art. But are you? As in 
most modern musicals, the over- 
all effect of Rent is to make you 
feel less, not more, sensitive. 
Less, not more, human. 


OPERA 


folly in afl brink -of- millennium 
cinema. 

The characters are unforgetta- 
ble, from the bubbling, fusspot 
neurosurgeon downwards. The 
photography is like Edvard 
Munch transferred to celluloid. 
And the dialogue stays in your 
head creating ripples of bleak 
mirth for days after. 1 especially 
liked the surgeon who comforted 
the parent of a boy with a con- 
genital ailment. “Statistically a 
child like yours is bom with a 
certain regularity.” “What sort of 
regularity?" “One in 160 million." 

Liar (directed by Jonas and 
Josh Pate) and The Man Who 
Knew Too Little (Jon Amiel) are 
both in wait-for-the- video cate- 
gory. The first begins promis- 
ingly. with Urn Roth writhing in 
the murder suspect's chair as two 
frightening cops (Chris Penn, 
Michael Rooker) prepare to grill 
him But tension evaporates in 
overplotting and overacting. In 
the second film Bill Murray mugs 
through a laughless London-set 
comedy thriller, like out-takes 
from Austen Powers. 


‘Traviata’ 
gets lost 
in space 

lUs revival of La traviata is all 
a matter of survivaL It is not 
just the fate of Verdi’s poor 
heroine that Is touch-and-go, so 
much as the chronically stricken 
Royal Opera. 

In a few days we should know 
afl. when the independent report 
on the future of London’s opera 
houses Is published. It does seem 
an irony that its author should 
be Richard Eyre, who was the 
Royal Opera’s producer for this 
La traviata, but somehow that is 
typical of the whole Royal Opera 
farce. Keeping track has been 
quite confusing, as the 
players have come and gone at a 
speed that mnst keep the 
costume-change staff bo the 
wings on their toes. 

After the company’s earlier 
success with Otello at the Royal 
Albert Hall in the autumn, hopes 
were high for this return visit 
Unfortunately, its second try at 
opera in the arena with another 
Verdi is disappointing, for 
various reasons. 

A note in the press hand-out 
tells us that Eyre’s sumptuous 
production has been “specially 
adapted" for the RAH stage, but 
that is a choice example of 
public relations double-speak. To 
judge from what we see here, the 
bailiffs have already paid a visit 
to the Royal Opera scenery store 
and have gone off with most of 
the sets. A dining-room table 
against a projection of trees 
makes do for one of the 
“sumptuous" settings here. And 
the back wall of the h«n has 
been half-heartedly hidden from 
view by hanging up white sheets. 

The singers are left with a lot 
to do and not much help Is put 
their way. Consumption is not 
the only thing this Violetta has 
to fight against Elena Kelessidi 
engages in a mortal struggle 
with the wheezing 
air-conditioning system of the 
Albert Hall, not to mention 
mobile phones, pagers and 
digital watches. At Covent 
Garden she has already proved 
herself as a fragile and sensitive 
Violetta erf real distinction, but 
the same portrayal fares less 
well in thin huge auditorium. 

After some criticism about its 
amplification for Otello the 
company has turned the knobs 
down this time. Marcelo Alvarez, 
as Alfredo, has fewer scruples 
than Us Violetta about playing 
to the gallery and also judges the 
sound system more successfully, 
mixing full-throated sin gi ng 
with some effective softer 
moments. Vladimir Chernov is a 
strong, stylish Giorgio Germ out. 
The smaller roles are mostly 
weD taken. 

Strangely enough, the 
orchestra has also lost out on 
volume, though the sound 
quality through the microphones 
is cleaner and better balanced 
than before. Or perhaps Simone 
Young’s well-paced conducting 
simply needs a bit more 
red-blooded Italianate bite. In a 
more appropriate venue, and 
with the production intact, this 
cast has the potential to deliver 
the first-rate performance of La 
traviata which eludes it fame. 

The Royal Opera must be 
praying for the day it can get 
bad; home to Covent Garden. 

Will Richard Eyre’s latest script 
provide It with a happy ending? 

Richard Faimtan 


‘La traviata’ continues at tin Royal 
Albert Han, Loudon SW7 imtS May 23 


Andatuda and Languedoc. Some 
of these objects have never before 
been removed before from the 
sites of their excavation. Others 
have been loaned by Spanish and 
French museums; from tomorrow 
until Aug 23 

BRUSSELS 

OPERA 

La Mandate - .... 

7et 32-2-229 1211 

• II Ritomo dTJIPsse: by 

Monteverdi. New production 
conducted by Phffippe Pteriot in a’ 
staging by Wflfiam Kentrfdge. With 
foe Handspring Puppet Company, 
at the Lunatheater; May IS, 16, ; 
17,19 - 

• L’Orfeo; by MonteverdL New - 

production conducted by Rend . 
JsBXJbs and directed and 
choreographed by Trisha Brown, 
with designs by Roland 
AeschEmann; May 14; 15, 16, - - 
17,19 : ' ' 

CHICAGO ' 

CONCERTS 
Orchestra Hafl 
Tat 1-312-294-3000. 
www.chfcagosymphonykxg . • 
Chicago Symphony Orehesfra: 
conducted by Franz Weteer-MOst 
in works by Brahms and 
Shostakovich. With piano soloist 
Andrt Watts; May 14. 15, 1^ 19 

CLEVELAND; ' • 

EXHiBrnpi* 

Cleveland Museum of Art >'• - 

Tat 1-216-4217340 .. . 
www.demusartcoo) . 

Gifts of the Nfie: Ancient Egyptian 


Faience. Display of ceramics, 
known as faience, made of a 
mixture worked by the Egyptians 
and regarded by them as magicaL 
Brings together over 200 works, 
Including statuettes of kings, gods, 
and animals, and inlaid boxes 
ranging over 5000 years. Includes 
works borrowed from pubfic and 
* private coflections ln foe US and 
Birope;4D JuL5 

FLORENCE 

OPERA 

Mag^oMumcata Horenfino 

Tek 39-56-211158 
WWW jT 7 at 3 pofiorentina.com 
. Le Comte Ory: by Rossini New 
production conducted by Roberto 
Abbado in a staging by Lorenzo 
Martart; ETl-Teatro della Pergola; 
May 15. 17 . 

FRANKFURT - -1 ■’ 

CONCERT 
Ftonkfurt Oper 
Tek 49-6921202 - . 

Budapest Festival Orchestra: 
conducted by hrari Fischer In 
works by Mahler and Bruckner; 
May 15 

HELSINKI 

OPERA 

-finhfsh National Opera - 
Tefc 358-9-4030 2211 
' The Magic Flute by Mozart. New 
production by Swedish director 
Etienne Glaser, designed by Peter 
T$berg;May 15 . 


HOUSTON 

EXHI BITIONS ' 


Museum of Fine Arts, foe Menil 
Collection and the Contemporary 
Arts Museum 
Tefc 1-713-639 7750 
. Robert Rauschenberg: previously 
seen at the Guggenheim, New 
York, this major retrospective 
spans foe artist’s 50 year career 
and Includes some 400 works. The 
Mena Collection hosts works from 
the 1940s through the mid 1980s. 
The Contemporary Arts Museum 
presents important technological 
works, whfle foe Museum of fine 
Arts wiB show the most recent 
work; ends on Sunday 

LAUSANNE • 

CONCERT 
Thtttre de BesuBeu 

Tek 41-21-643 2211 
Orc h estra de la Suisse Romande: 
conducted by Uff Schlrmer in 
woks by Carl Nielsen and Isang 
Yun- The programme is completed 
by Stravinsky's rate of Spring; 

May 14 

LISBON 

coNcsns 

100 Days Festival, Expo l 98 
Madrid Symphony Orchestra: El 
Amor Brujo by Manuel de Falla; 
Main Auditorium, Centro Cultural 
de Beldm; May 16, 17 

LONDON 

CONCEPTS 

Royal Festival Has - 

Tat .44-171-960 4242 

Barenboim Beethoven Cycle: series 

of six concerts, wffo Barenboim 

conducthg the nine Symphonies 

and dhectfog foe five Piano 


Concertos from the keyboard. With 
the Staatskapede Berlin and 
London Symphony Chorus; May 
.IS, 16, 17 

EXHIBITION 
Tate Gallery 

Tek 44-171-867 8000 
Bonnard (1867-1947): focusing on 
more than 100 works produced 
between foe 1890s and the 1940s. 
Includes landscapes, still Wes, a 
series of nudes depicting Maiihe. 
Bonnard's lifelong companion, and 
several self -portraits; ends on 
Sunday, then transfers to New 
York 

MILAN 

OPERA 

Teatro alia Scale 
Tek 39-2-88791 
wwwJascatejnfiano.it 
Der FrefschCttz: by Weber. 
Conducted by Donald Runnides in 
a staging by Pter'AIG, with a cast 
including KJm Begley and Nancy 
Gustafson; May 14. 16, 19 

MUNICH 

CONCERTS 
PtiHharmonte Gastetg 
Tek 49-89-5481 8181 
Bavarian Radio Symphony 
Orche s tr a: conducted by Dmitri] 
Kitajenko in works by Prokofiev 
and Tchaikovsky; May 14, 15 

OPERA 

Bayerische Staatsoper 
Tefc 49-89-2185 1920 
The Midsummer Marriage: by 
Michael Tippett Mark Oder 
conducts a production staged by 
Richard Jones, with a cast 


including Afison Hag ley and Philip 
Langridge; May 15. 18 

NEW YORK 

CONCERTS 
Lincoln Center 

Tefc 1-212-721 6500 

wwwJincoincenter.org 

New York Philharmonic: conducted 

by James Conlon In works by 

Zelinsky, Rachmaninov and Liszt 

With piano soloist Garrick Ohlsson; 

Avery Fisher Hall; May 14. 15 

EXHIBITION 

Metropolitan Museum of Art 
Tel: 1-212-879 5500 
www.metmuseum.org 
When Silk Was Gold: Central Asian 
and Chinese Textiles. Featuring 64 
precious textiles from the 8th to 
15th centuries, when they were of 
Immense economic and cultural 
significance; ends on Sunday 

PARIS 

CONCERT 

TMStre des Champs Elystes 
Tefc 33-1-49525050 
Orchestra National de France: 
conducted by VassiB Sinrifeky in 
works by Haydn, Satot-SaSns and 
Beethoven. With cello soloist Han 

Na Chang; May 19 

EXHIBITION 
Mu&ee cfOrsay 

Tat 33-1-4049 4814 
www.Musee-Orsay.tr 
Manet Monet and foe Gare 
Saint-Lazare; places Manet's 
famous painting in a context 
provided by works by other artists 
and a group of related drawings, 
prints and photographs; ends on 


Sunday 

TOKYO 

CONCERTS 
Suntory HaB 
Tefc 81-3-3584 9999 

• Japan Philharmonic Symphony 
Orchestra: conducted by 
Ken-ichlro Kobayaahl In Mahler’s 
Symphony No. 8; May 14, 15 

• London Symphony Orchestra; 
conducted by Sr Cofin Davis in 
woks by Mendelssohn and Elgar; 
May 19 

Tokyo Opera City Concert HaB 
London Symphony Orchestra- 
conducted by Sir Colin Davis In 
works by Beethoven; May 17 

TV AND RADIO 

• WORLD SERVICE 
BBC Wbrid Service radio for 
Europe can be received in western 
Europe on medium wave 648 kHZ 
(463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN International 
Monday to Friday, GMT: 

06^0: MoneyBne with Lou Dobbs 
1320: Business Asia 

1930: World Business Today 
22JXk World Business Today 
Update 

• Busi n ess/Market Reports 
05:07; 06:07; 07:07; 08:20; 0320; 
1020; 1120; 11:32; 1220; 1320; 
1420. 

At 0820 Tanya Beckett of FTTV 
reports five from LJFFE as foe 
London market opens. 
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SAMUEL BRITTAN 

ECONOMIC VIEWPOINT 


A sterling cure 

Market belief in British entry into Emu has done more than 
anything else to take sterling off the boil 


Many economic problems 
wiB, like medical ones, cure 
themse lves if the doctors 
will leave the patient alone. 

Is this the case with 
sterling? Its overvaluation 
has been the main UK 

macro-economic problem for 
a good many months. The 
strength of domestic demand 
has pointed to the need for a 
tightening of monetary 
policy, while the high pound 
has argued for a softer 
approach. 

Now, while attention has 
been concentrated on the 
euro, the problem may be 
solving itself. Despite 
yesterday’s "recovery", 
sterling is still well off its 
1998 high to which it is most 
unlikely to return. 

Yesterday’s move 
represented a knee-jerk 
market reaction to erratic 
buoyancy in some fresh UK 
monthly economic data, that 
included the slightly 
fester-than-expected drop in 
payroll unemployment and a 
jump in earnings growth. 

But cooler reflection win 
remind people of occasions 
in the recent past - noted in 
the Bank of England’s own 
Inflation Report - when a 
reported acceleration in 
earnings was soon cancelled 
by a subsequent revision of 
official data. 

In any case, the wrong 
way to react was the 
finger wagging at 
private-sector employers in 
which both ministers and 
Bank of England officials 
indulged yesterday. This is 
not only reminiscent of the 
worst habits of Old Labour, 
but futfle and betrays a lads 
of confidence in the UK 
monetary frame work. 

Meanwhile the London 
Business School not only 
predicted the weakening of 
sterling but, in its May 
Economic Outlook, carried 
an article by Francis 
Breedon, head of foreign 
exchange economics at 


Lehman Brothers, who 
ascribes recent 
developments to a new 
theory of "delayed 
overshooting". This is more 
likely than attributing them 
to sterling sales by George 
Soros who is sensitive to 
changes in market 
expectations but hardly 
causes them to happen. 

According to conventional 
theory, if the markets are 
taken by surprise by a 
sudden tightening of 
monetary policy, the 
currency concerned will 
shoot upwards to a point 
where it Is expected to fall in 
the months and years ahead. 
This is necessary if the net 
advantages of holding funds 
in different currencies are to 
be equalised. 

Mr Breedon offers a 
correction to the 
conventional wisdom. In his 
view the full overshooting or 
undershooting of a currency 
does not take place 
immediately but gradually. 
For it takes time to convince 
markets that policy really 
has moved on to a new 
track. So sterling's rise was 
a delayed reaction to earlier 

Storing's recant swings 


policy tightening and its 
recent BaR a delayed reaction 
to the realisation that 
interest rates had probably 


There may be a simpler 
explanation, suggested by a 
table in Mr Breedon’s own 
article. This sets out a range 
of possibilities both for when 
the UK might join European 
economic and monetary 
union and for the exchange 
rate at which the 
government might be 
prepared to join. The range 
of entry rates is plausibly 
given at between DM250 and 
DM2.70. 

Anyone prepared to take a 
view on both the entry date 
and the entry rate can work 

OUt im mediately an 

approximate value for 
sterling today. For It has to 
be at a level where its 
depredation between now 
and the time of entry offsets 
the interest advantage of 
holding funds in London 
rather than in Frankfurt. 

A common opinion is that 
the next UK election will be 
held early in 2002. This will 
be followed by a referendum 
and. If the government gets 
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a ‘Yes” vote, sterling would 
merge with the euro in 
perhaps January 2003. If the 
entry, rate is DM2.60 the 
appropriate rate for sterling 
now would be DM2JS. On 
the more cautious view that 
entry Is unlikely until 
January 2004 and that the 
government will accept a 
more “challenging" entry 
rate of DM2.70, then the 
appropriate rate for sterling 
today is DM2J& It Is hardly 
a coincidence that sterling 
now is hovering between 
these two values. 

The event that has 
precipitated the sterling 
shakedown was the final 
agreement (however flawed) 
of European Union ministers 
to establish the euro, and ' 
the confirmation of the 
bilateral entry exchange 
rates among the II initial 
members. On top of this, the 

Bank nf Bn gbmH 

acknowledges a dear 
slowdown in the British 
economy and an actual 
recession in manufacturing, 
thus weakening the case for 
any further rise in interest 
rates. The published minutes 
of the Bank of England’s 
Monetary Policy Committee 
have confirmed a shift 
towards the "doves”. 

It is a matter of guesswork 
whether sterling would have 
come so quickly off the boil 
if there were no prospect of 
Britain joining Emu - for 
instance if there had been a . 
Conservative Enrosceptfc 
gove rn ment in office. Both 
Tony Blair, the prime 
minister, Gordon 
Brown, the chancellor, have 
vehemently denied that the 
recent strength of sterling 
was a reason for Joining 
Emu. They insisted that an 
entry decision should not be 
made on such a short-tram 
basis. But ironically, surmise 
about thw probable Hming 
and entry rate may have 
been nearly ae effective as 
an actual announcement of a 
firm intention to join. 

Market commentators are 
right to warn that the 
jnflwHnn hawks on the MPC 
may live to fight another 
day. But the signal for 
middleof-thfrroad opinion to 
swing towards the hawks is 
unlikely to be in the 
minutiae of the forecast path 
for real output to which the 
Inflation Report devotes 
such loving care. Nor is it 
likely to be triggered by 
European interest rate 
developments. The 


Bundesbank is still 
signalling that it is not going 
to be pushed into tightening 
policy by a misguided desire 
to reach some average 
EuropeanJeveL of interest . 
rates, but is much more 
influenced by the low 
inflation in core countries. 

In fact, the most likely- 
cause fta- resurgence of 
support for UK hawks would 
be an Increase in interest 
rates by the US Federal 
Reserve. Financial opinion 
in r Anifop is «HH 

ultra-sensitive to US 

developments. This may not 
be entirely rational, but it is 
hardly less so tin* 
supposedly scientific 

forecasting in which the 

more academic members of 

the MPC prefer to indulge. 

What wuuld'I regard as 
more truly rational? It would . 
be to pay more attention to 
actual UK price data, which 
remain amazingly subdued. 
The Bank of England 
expectation of a temporary 
surge this summer to 3 per 
cent in RPIX (Retail Prices 
excluding mortgage Interest) 
in response to the Budget 
increase in indirect taxes 
shows Just ho w mi sleading a 
policy target RPIX is 
becoming. It really is quite 
absurd that when the 

rhancpTlnr the 

inflation hawks by 
tightening fis cal policy, the 
official indicators should 
slap him in the face by 
registering a rise in the main 

tnfintirm benchmark. 

It would be going to the 
other extreme to go by the 
harmonised European-based 
Index which showed UK 
inflation of only L6 per cent, 
but at fhe cast of leaving out 

tm p ftr tant i tems The 

producer price inflation rate 
of near zero may also show a 
downward bias. Probably the 
best middle-af-the-road 
inflation indicator is the 
Bank of England’s own 
RPIY, which excludes the 
effect erf indirect taxes and 
stands at 2.1 per cent. 

Someone who is suspicions 
of forecasts is not committed 
to ignoring clear forward- 
looking Information, of the 
kind we had when oil prices 
rose fourfold in 197& But a 
rational sceptic prefers 
current data to 
prognostications about the 
implications of slight 
variations in demand and 
output two years ahead. 

samueLbrittan@ft.com 


LETTERS TO THE EDITOR 

Fed and assumptions on interest 
rates should be challenged 


From Mr Sah AC Bodner. appearance of inflation" 

Sir, Why Is it so uncoa- (Gerard Baker in “Industry . 
sdously assumed that “Fed upbeat on US growth". May 


officials will need to push up 
interest rates In order to 
tightest financial conditions 
and restrain the pace of eco- 
nomic growth” (William 
Dudley in his Personal View, 
"From virtuous to vicious”, 
May 6) and, netting a quar- 
terly -growth of 42. per cent 
annualised. - "sustained 
growth of that nature would 
normally pr rwwp t the central 
bank ' to raise interest rates 
to slow things down, 

but complicating “ the 

Fed's fewfe 1 is the gradual dis- 


Are we now to assume 
that the role of the Federal 
Reserve is to slow economic 
growth even when that 
growth is talcing place with- 
out inflation and with StTOUg 
employment? Is it simply too 
winch far the Ted to' bear to 
leave well enough alone, to 
accept rising economic 
growth without Inflation and 
HtvHrm to raise Interest rates 
out of the habit of prior 
years? 

Why should the disappear- 


ance of Inflation -"compli- 
cate” the Fed's task, and 
why should the Fed’s role be 
seen as needed to "restrain" 
the pace of economic 
growth? Rather than assume 
these roles and positions, 
your writers /contributors 
should be challenging them 
and fhe Fed . to justify any 
rate Increase, or Indeed, any 
movement at afl. - 

Seth fiL Bodmer, 
ex ecu ti v e director. 

National Knitwear and 
Sporfewear, 

386 Park Ave South. 

New York, NY 10016, US 


France in a spin over its foreign policy 


From Mr Luts Garicazto. 

Sir, Your correspondents 
In France give the French 
foreign minister, Hubert 
V&frine, a free tide In taking 
at face value his claim of a 
new "realistic" French for- 
eign policy ("A pragmatist 
ready to adapt France to the 
outside world”. May 8). 
While they report some 
impravranent on matters of 
attitude and opinion that are 
by nature unobservable, a 
simple reading , of the main 
developments of last year 
presents a starkly different 
picture of . the Socialist- 
Gaullist foreign policy. 

The mandate erf fhe new 
government opened with the 
French failure to accept 
entry in Nato on realistic 
conditions (your same corre- 
spondent, Robert Graham, 
observed, in "Masters of the 
grand gesture", an Novem- 


ber 6, that "this refusal to 
enter Nate’s military struc- 
ture... smacks of petulant 
anti-Americanism") and 
closes with the exhibition of 
France's willingness to 
wreck either monetary 
union or the career of Its 
closest ally, Helmut Kohl, 
the German chancellor, if 
the European Central Bank 
does not have a French gov- 
ernor. In between, the 
refusal by the French repre- 
sentative in -the Security 
. Council on October 23 
(together with China and 
Russia} to support a mild 
tightening of sanctions on 
Iraq to punish -its obstruc- 
tion of biological weapons 
inspections directly led to 
the expulsion by Saddam 
Hussein of the inspectors 
me week later. 

The demonstration of 
western disunion led the 


Now a euro computer bomb looms on horizon 


From Mr LM Paton. 

Sir, Following fhe mfllan- 
nfrun bug and the "Dow 
Jones bug” ("Computer . 
bomb fear If Dow hits 
lOjOOO", May 5); do we now 
have a euro bug on the hori- 
zon because standard soft- 


ware running in our PCs 
does not support the euro 
symbol (Greek "E" with two 
cross bare}? That part of PC 
software which provides the 
interface with the printer 
will need to be modified so 
that the euro symbol Jains 


the £ and the $ as a standard 
print character. What a pity 
politicians were not cost-con- 
scious enough to choose “E”. 

LM. Patou, 

IS Humberstone Hoad, 
Cambridge CB4 LTD, UK 




world to a situation as close 
to open and widespread war 
as it has seen in six years. In 
an indication that little of 
substance has changed, 
France was last , month the 
only European country to 
exercise its veto on the bid 
for an EU-US marketplace. 

French foreign policy in 
the first year of the Socialist 
government h a- ? been char- 
acterised by the same princi- 
ple that has characterised it 
since De Gaulle: French sin- 
gularity. Your correspon- 
dents do a disservice to your 
readers by accepting uncriti- 
cally the efforts of the 
French foreign ministry's 
spin-doctors to limit the 
damage done to France by 
the last EU summit 

Luis Garicano, 

628 1/2 W. Barry Ave. 3S, 
Chicago, IL 60687, US 
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Debt relict 


Financial Times Seminar 

Inspirational Leadership - 
“Breaking the Barriers” 


Richard Noble, OBE 

Project Leader of the British land speed record breaking team 

Wednesday May 20, 1998 

By attempting to break the land speed record, and also enter the 
unknown area of breaking the sound barrier on land, Richard Noble 
had to inspire and lead his team to new heights of ingenuity and 
creativity, but within a framework of very tight time and financial 
budgets. By drawing an analogy between his most dangerous and 
difficult challenges and the real business decisions we face dayto- 
day, he promises to provide many insights into managing under 
extreme pressure. 

The presentation, followed by a champagne and canapS reception, will 
be held at the Financial Times, Number One Southwark Bridge, 
London SE1 9HL and will run from 6.30pm to approximately 8.30pm. 

Limited places are available at a cost of £50. 

To register, please contact 

Sarah Jezzard on 

Tel: (44) (0)171 873 4S16 Fax: (44) (0)171 873 3595 
or email: sarah.jezzard@ft.com 

in association with 
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PERSONAL VIE>y BRXJCE STOKES ^ 

Winning combination 

Clinton and Blair have a unique opportunity to make progress on three global issues - 
sanctions, regulatory convergence and trade - when they meet in London next week 


W hen Tony 
Blair, the UK 
prime minis- 
ter, meets BUI 
Clinton, the US president in 
London an Monday for the 
semi-annual summit 
between the US and the 
European Union, the two 
leaders have the unique 
opportunity to achieve three 
triumphs In the same day. 

Both leaders should strive 
to resolve the debilitating 
transatlantic dispute over 
Cuba-Iran-Liby a sanctions, 
launch a political dialogue 
on. EU-US regulatory conver- 
gence and pledge to develop 
common goals for the forth- 
coming multilateral trade 

U li g O tuitinnu . 

By so doing, they can 
jump-start efforts to deepen 
transatlantic economic rela- 
tions, hasten progre ss at the 
World Trade Organisation 
and. once a gain demonstrate 
the value of the special rela- 
tionship between Britain and 

th#» US that Mr mrntrm and 
Mr Blair appear intent on 
cultivating. 

The seeds for a successful 
summit have been sown. Sir 
Leon Brittan’s visionary 
March 11 proposal for a 
"New Transatlantic Market- 
place" set ambitious terms 
for the debate. Its rejection, 
at least for the time befog, at 
the April 27 meeting of the 
EU Council of Ministers, is 
immaterial because the Chcr 
ton administration was not 
ready to take up Sir Lean’s 
core challenge to create a 

transatlantic free trade area 
in services. But the flurry of 
creative thinking the pro- 
posal engendered in Wash- 
ington and Brussels' has 

established the outlines of a 
Blalr-dinton deal that could 
deliver meaningful benefits 
to both sides of the Atlantic. 

The first order of summit 
business is finally to defuse 
the economic sanctions 
squabble. As long as the dis- 
pute over KfeUns-Burton and 
the fran-Libya Sanctions Act 
continues, the French win 
use this contretemps as an 
excuse to avoid wrestling 
with the real barriers to 
transatlantic economic inte- 
gration: diXforances 'ta regu- 
latory philosophy, support 
for formers and treatment of 
culture-related industries. So 
it is time for Mr Clinton to 
bite the bullet and promise 





Breaking down barrier* Bhur (JoflJ and CSnton 


not to enforce Congressfo- 
nally imposed, unilateral, 
sanctions. Mr Blair, on 
behalf of the EU, must com- 
mit Europe to new efforts to 
build democracy in Cuba 
and to control the export of 
sensitive technologies to 
Iran and Libya. Beyond this 
framework, Mr Blair and Mr 
Clinton can leave the thorny 
details of the sanctions con- 
troversy to a later date. But 
an agreement in principle 
will open the doorfbr prog- 
ress at the summit on a 


merce. But progress has 
been painfully slow because 
. of foot-dragging by the US 
Food and Drug Administra- 
tion, the Environmental Pro- 
tection Agency and their 
counterparts in Europe. 

To break this log-jam, Mr 
Blair and Mr Clinton need to 
call for regular joint meet- 
- fogs of key legislators from 
both sides of the Atlantic to 
discuss means of balancing 
consumer safety, environ- 
mental protection and com- 
merce. The North Atlantic 


The Blair House accord demonstrated 
that no global progress is possible on 
agricultural trade liberalisation unless 
Brussels and Washington first agree 


range of other transatlantic 
economic issues. - 
Most immediately, Mr 
Blair and Mr 'CtfotOU shntild 
initiate a high-lewd political 
dialogue to overcome regula- 
tory barriers to transatlantic 
trade. Regulatory disputes' - 
with regard to hormones, 
veterinary standards and 
genetically altered ranteHnlc 
in agriculture, for example - 
are a source of ever greater 
trilateral: trade friction. -The 
Transatlanti c Business . Dia- 
logue, launched with muchr- 
fanfare in Seville in 1995, 
was intended to come up 
with a. series of business- 
supported mutual recogni- 
tion agreements to overcome 
differences in* standards and 
testing that Impede com- 


Assembly has been Instru- 
mental in banding a ba se of 
legislators’ support for Nato. 
Now is the time to build 
comparable legislative com- 
mitment to transatlantic eco- 
nomic integration. Nothing 
will focus European arid 
American regulators atten- 
tion more than engagement 
by- their political masters. 

Mr Blair arid Mr Clinton 
also, need to begin now to lay 
thfi groundwork for the 1969 
.WTO' negotiations on agri- 
culture. The 'Blair House 
accord, between the EU and 
the 05, which broke a hope- 
less deadlock after four 
years of fruitless form taiin; 
in the Uruguay Round, dem- 
onstrated that no global 
progress Is possible on agri- 


cultural trade liberalisation 
unless Brussels and Wash- 
ington first agree. 

To avoid such wheel- 
spinning. the two leaders 
. should suggest negotiation 
of an EU-US political com- 
mitment to reduce form sub- 
sidies by a certain date, 
dependent on agreement by 
the other major grain- 
producing nations. Such an 
Initiative, drawing its Inspi- 
ration from Sir Leon's pro- 
posal for a political commit- 
ment to create tariff-free 
trade in industrial products, 
would set the tone for the 
WTO farm talks without 
impeding the European time- 
table for refo rming the Com- 
mon Agricultural Policy. 

A more ambitious Initia- 
tive would be for Mr Blair 
and Mr Clinton to annmmgg 
an exploratory EU-US dia- 
logue on freezing farm 
export subsidies that have 
long been a budgetary drain 
on both sides of the Atlantic. 
US form exports are expec- 
ted to foil 6 per cent this 
year because of the east 
Asian financial crisis. 
Shrinking demand will 
undercut prices. US wheat 
growers are pressurising the 
administration to increase 
export subsidies. The US and 
the EU should declare a mor- 
atorium on new export sub- 
sidies, before a new export 
subsidy war breaks out, and 
develop a joint plan to nego- 
tiate their elimination. 

All of these initiatives 
require political leadership 
on the part of both Mr Blair 
and Mr Clinton. The prime 
minister will need to refocus 
the European Union on 
transatlantic affairs at a 
time of domestic preoccupa- 
tion. The French squashing 
of Sir Leon’s proposal dem- 
onstrates it will be an uphill 
fight The president must 
overcome lack of Interest 
from a self-satisfied Ameri- 
can. business community and 
the fears of a Congress wary 
of further trade liberalisa- 
tion. All this is a tall order. 
But nothing worth doing Is 
oyer easy. Like the prover- 
bial bicyclist, transatlantic 
economic integration must 
continue to go forward or It 
risks losing Its halarw* 1 

The author is a senior feitaa 

the Council on Foreign 
Relations 
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Agonising over 
the atom 




To the rest of the world, India’s 
two further nuclear tests yester- 
day added insult to injury. New 
Delhi claimed its test series was 
now complete and repeated its 
willingness to sign up to parts of 
the Co mpre hensive Test Ban 
Treaty (CTBT). But yesterday's 
blasts must increase the likeli- 
hood of neighbouring Pakistan 
faking matching action and will 
fuel the debate over how the 
world community should 
respond. Nuclear proliferation 
will top the agenda of this week- 
end’s Birmingham summit of the 
&oup of Eight The grouping is, 
however, already split over sanc- 
tions on India. Yesterday the US 
imposed economic sanctions 
while Russia and France said 
they would not do so. 

When a country that has long 
vaunted the values of Gandhfan 
non-violence tests doomsday 
weapons, it is tempting to con- 
clude that the international 
regime to control the bomb has 
been blown to pieces. Not so. No 
less than 186 countries remain 
signatories to the 1970 Nuclear 
Non-Proliferation Treaty. Though, 
there have been some suspected 
violations, the NPT has come to 
be regarded as the norm of inter- 
national behaviour. This is one 
reason why the three important 
non-signatories - Israel, Pakistan 
and until this week India - have 
been so coy about admitting to 
nuclea r wea pons. 

The CTBT was signed in 1996 
with the aim of plugging the 
main gap in the NPT that 
allowed declared nuclear powers 
and non-signatories to go on 
developing weapons through test- 
ing. Getting it into force was 
never going to be easy. It 
requires ratification by 40 states 
with civil nuclear power. But one 
of these is India, which now 


apparently favours the pact 
The problem is that general 
treaty regimes just do not cater 
for the particular security con- 
cerns of countries in South Asia 
or the Middle East. These con- 
cerns were meant to he embraced 
by the NPTs call for multilateral 
disarmament But this clause has 
remained a dead letter, except for 
desultory Geneva negotiations on 
a "cut-off” in fissile material pro- 
duction. There has. of course, 
been bilateral US-Russian 
nuclear disarmament. But fur- 
ther steps in this are now stalled 
in the Russian Duma. The end to 
the Cold War removed the 
menac e of nuclear war and there- 
fore the momentum to nuclear 
disar mamen t 
India has now revived the men- 
ace. And reviving the momentum 
for disarmament is the proper 
response to India, rather than 
slapping knee-jerk economic 
sanctions on it. These sanctions 
are automatic under US law and 
understandable in the case of 
Japan with its anti-nuclear 
allergy. It is also true that the 
severer the sanctions on India, 
the more Pakistan may be 
deterred from treading the same 
dangerous path, 

But pure punishment will not 
cow a country of India’s size and 
prickliness, nor create a return to 
the status quo before the tests. 
The world's aim should be to 
ensure that India does not put 
nuclear weapons into regular 
production by, fur instance, entic- 
ing it to sign the CTBT. In 
return, the west and Russia 
should relaunch nuclear disarma- 
ment and far the first time make 
an effort to widen it to China 
India has claimed the reason for 
this week's tests is its “atmo- 
sphere of distrust” with China. 
This distrust needs dispelling. 



Battle of the bourses 

The birth of the euro could add to growing pressure on London as a financial centre. But, argues 
Simon Davies, the City could turn the single currency to its advantage 


Debt relief 


Debt relief should be high as 
the agenda of the meeting of 
the Group of Eight heads. of* 
government in Birmingham 
this weekend. The leaders meet- 
ing there will be asked by the 
Jubilee 2000 campaign to for- 
give the unpayable debt of the 
world’s poorest countries. The 
campaigners are right on . the 
central point: the present 
approach should be: made sub- 
stantially more generous. 

Policy is centred on the HIPC 
(heavily indebted poor coun- 
tries) initiative, introduced in 
1996. This agrees to write off 
the debts of the poorest nations, 
provided they stick to six years 
of International Monetary Fund 
programmes. But the lobbies for 
comprehensive relief argue that 
a total debt write-off is needed, 
since many countries spend 
more on debt service than cm 
health and education. 

This is simplistic. HIPCs, bn 
average, receive a net inflow of 
finance, plus grants and foreign 
direct investment, totalling 
around 8 per cent of gross 
domestic product The case for 
debt relief, as opposed to 
repeated short-term reschedul- 
ings, Is that it reduces the 
bureaucratic burden and 
improves the confidence of for- 
eign and domestic Investors. 


The HIPC initiative aims to 
reduce each country’s debt to a . 
"sustainable” position, judged 
by a ratio . of the net present 
value of debt to exports of 
bekm 250 per cent and a ratio 
of annual debt service pay- 
ments to exports of below 25 per 
cent In toe case of these coun- 
tries, the ratios are far too high. 
- a debt-export ratio less than 
100 per emit and a debt service 
ratio less than 10. per cent 
would be for more appropriate. 

G6 leaden ought to promise 
radical debt reduction for coun- 
tries that have demonstrated 
good performance and should 
apply such terms retrospec- 
tively to countries whose relief 
operations have already been 
agreed. The qualifying period of 
six years is also too long. The 
UK initiative to speed up the 
process is welcome and should 
be endorsed. Also important is 
treating temporary lapses from 
strict compliance with IMF pro- 
grammes rather more, leniently. 

The world’s richest countries 
must show greater generosity 
to those poor countries that are 
making a real effort to improve 
their ways, often in enormously 
difficult circumstances. Gener- 
ous debt relief will not solve 
their problems. But it would at 
least be a start. 


F or more than a century. 
London has been at the 
heart of the financial 
markets of Europe. But 
the City’s position is looking vul- 
nerable, particularly with the 
arrival of the single currency of 
which sterling is not a part 
From London's point of view, 
the birth of the euro comes at an 
awkward time. Britain no longer 
has any powerful Investment 
banks following the recent sale of 
the equities businesses of both 
Barclays and National Westmin- 
ster to foreign banks. 

As if this were not enough, the 
London International Financial 
Futures and Options Exchange 
(Liffe), Europe’s largest futures 
market, has lost its pre-eminent 
position in German bund futures, 
Europe’s most important govern- 
ment bond contract London’s 
open-outcry market has been 
elbowed aside by an upstart elec- 
tronic system at the Deutsche 
TerminbOrse in Frankfort. 
Although Liffe plans to respond 
by going at least partially elec- 
tronic. J6rg Frank e, the DTB's 
boss, has described it as “a psy- 
chological victory for Frankfurt". 

Electronic -trading makes it 
easier to shift location, poten- 
tially loosening London's grip. 
."The DTB has shown Liffe and 
everyone else that, when there is 
something better, the financial 
markets will move," says Howard 
Lutnick, president of Cantor Fitz- 
gerald, toe US securities firm. 

Frankfiurt has scored other vic- 
tories too. Deutsche Bank, which 
had alarmed the German estab- 
lishment by relocating most of its 
inve s tmen t banking business to 
London, has recently put its 
focus back' an Frankfurt A new 
trading floor .there will run its 
euro-denominated debt business, 
which could soon dwarf the vol- 
umes o£its London team. 

Meanwhile, the London Stock 
Exchange’s : . new order-driven 
trading system has h ad teething 
problems beyond its worst fears. 
In the long run. the new system 
is vital for attracting trading in 
euro-zone shares. But so for it 
has looked more like a deterrent 
AS this is happening at atone 
when London's "franchise’* as 
the centre for Europe’s largest 
markets' is under threat From 


January, the largest single cur- 
rency, stock and bond markets 
will be denominated in euros 
rather than sterling. That is 
bound to stir a vast euro-oriented 
institutional investor base. 

There is an intense European 
effort to prise business from Lon- 
don. One of the aims of economic 
and monetary union is tbe cre- 
ation of a unified single currency 
capital market to match that of 
the US. Many European politi- 
cians think control of these mar- 
kets should be a privilege of Emu 
membership. 

London could, for instance, be 
squeezed by a push to build up a 
new Europe-wide benchmark for 
bank lending: Euribor. The aim 
would be to challenge the current 
benchmark, the London Inter- 
bank Offered Rate, or Libor, 
which is set in London. 

Euribor takes prices from a far 
wider range of European banks, 
and Is considered by many to be 
unwieldy and less representative 
of genuine market rates. But 
there have been signs of political 
pressures on European banks to 
adopt Euribor. And the DTB is 
expected to launch Euribor 
futures contracts. 

The winner in this struggle 
between Libor and Euribor will 
provide the benchmark for all 
short-term lending in euros. If 
that is set outside London, H: 
could have a big psychological 
impact on the City's position as a 
banking centre. 

Another potential battleground 
will be the longer-term bench- 
mark yield curve; this provides 
bond yields for a series of maturi- 

. London’s head start 


ties, from one year to more than 
30, against which new bond 
issues can be priced. In the US. 
the benchmark is US Treasury 
bonds. In Europe it is expected to 
be a variety of government 
bonds, depending on their rela- 
tive liquidity. 

"If the bund becomes the 
benchmark for Europe, then 
Frankfurt has an excellent oppor- 
tunity to become the European 
capital markets capital,” argues 
Mr Cantor. "But without actions 
on transparency and regulation 
in Europe, London will probably 
be the financial centre by 
default" 

There are other initiatives to 
take business away from London. 
The Euro Alliance, formed 
between the Swiss, German and 
French exchanges, is aimed at 
forming a common base for trad- 
ing first derivatives, and eventu- 
ally shares. The aim is to build a 
one-stop pan-European securities 
market which could, in theory, 
more than match London for 
speed of execution, and price. 

The Euro Alliance has agreed 
to launch futures contracts based 
on the Dow Jones Staxx family of 
indices, in the hope of building 
up a leading benchmark far Euro-^ 
peaii investment This will again* 
pit them against Liffe, which has 
backed the Euro top indices, 
launched by FTSE International 
and tbe Amsterdam Exchanges. 
The battle here could mirror that 
in the futures markets between 
Litre's Euro Libor interest rate 
contracts, and the DTB’s Euribor 
products. 

Yet even if more futures con- 
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tracts were traded outside Lon- 
don, this would not necessarily 
be disastrous for the City. "In the 
US. you have toe reference points 
[for Treasury bonds] in Washing- 
ton, the futures exchanges are 
physically located in Chicago, 
bat toe capital markets are in 
New York.” says Thomas Juter- 
bock, head of US and European 
government bond trading at Mor- 
gan Stanley Dean Witter. “In an 
electronic environment, people 
will be physically located wher- 
ever they want to be." 

Tills suggests that toe success 
or failure of Liffe may have lim- 
ited repercussions for London. 

“London has enoug h of a bead 
start in fixed income and deriva- 
tives to dominate the scene,” 
says Joe Cook, global head of 
capital markets at JP Morgan. 
"Its major threat comes from 
structural and regulatory 
changes, rather than market 
forces." 

Indeed, there are plenty of 
restrictive practices entrenched 
in the domestic European mar- 
kets which, if enshrined on a 
pan-European basis, conld cause 
London problems. Mr Cook is 
particularly concerned about 
moves to introduce a European 
withholding tSx on savings, 
which would tax at source Euro- 
pean buyers of European-issued 
bonds. “It could create a signifi- 
cant impediment to toe free flow 
of capital in a sector that pur- 
ports not just to be a pan-Euro- 
pean market but a market of 
global importance,” he says. 

Amendments to tbe initial pro- 
posals are likely. But in the 
worst-case scenario, if the UK 
refused to accept the proposals 
because of the potential damage 
to the eurobond markets, it could 
lead to the creation of a two-tier 
European band market 

In all of this, it should not be 
forgotten that London has a num- 
ber of ln-built advantages. 
Rn gtish remains the undisputed 
lingua franca of finance, while 
London has an established pool 
of skilled labour. It also has a 
cost advantage, helped by lower 
taxes and more flexible labour 
laws. 

London’s strengths have been 
underlined in the run-up to the 
euro. Instead of moving to the 
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Rate impasse 
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Yesterday’s news from the UK 
labour market cast a sombre 
light on the Bank of England’s 
wrangle over interest rates. 

The Bank’s, latest Inflation 
Report, also out yesterday, 
sugge s ted that "the pace Of tight- 
ening in the labour market has 
now eased” and talked of a 
strengthening of sterling. But 
since toe report was prepared, 
the trade-weighted value of ster- 
ling has fallen - It is now 5 per 
cent below its peak In March. 
And figures for April suggest 
that the fall in unemployment 
may be accelerating again- 

More worrying, the annual 
increase in average earnings 
accelerated sharply to 4.9 per 
cent in February 1&6 per cent in 
the private sector). A few snow- 
flakes do not make a winter. But 
these data, together with reports 
of skiBs shortages and the contin- 
ued strength of domestic 
demand, tend to support the case 
far a further rise in UK short 
term interest rates. 

This was ar gu ed forcefully by 
three members of the Bank’s 
monetary policy commit tee in 
April. The arguments far a stand- 
still by the five others included 
the continued appreciation of 
sterling and weaker t h a n 
ted earnings growth, both of 
which now look quesfianable- 


The reasons why rates were 
left unchanged at the latest meet- 
ing, in May, will not be published 
until nextmonth. 

However, the Inflation. Report 
suggests that- there are few 
grounds for -complacency. The 
Bank’s central forecast puts infla- 
tion below the- target of an 
annual rate of 2£ per cent up to 
2000. But it will then be risin g 
once more, as economic growth 
begins to accelerate. 

This seems, on toe face of it. a 
benign outlook. But there are two 
big risks. The first is that sterling 
might foU more steeply than 
expected, bringing joy to export- 
ers. perhaps, but also fanning the 
embers of Inflation. The second, 
related, danger is that excessive 
caution by toe Bank would 
revive Britain’s long-standing 
Inflationary psychology. A recent 
survey showed that , the general 
public expects' inflation to be run- 
ning at 5 per cent in two years’ 
time, twice the government’s tar- 
get In plain trams, most , people 
do not believe the Bank wffi he 
tough e no ug h - 

In meeting its tost big. chat 
lenge, the Bank . may findthat 
broad credMity with toe public 
may be at least as important as 
its axperlise'ln. disserting toe fat-, 
est data. To achisve this it must 
show more resolution. 
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Harts Stamatopoulos Isn’t having 
much luck comnrHinicating with Ns 
striking workers. The low-profile 
governor of Ionian Bank didn't 
seem too happy yesterday when 
he arrived for work at Ionian's 
neo-ciassical headquarters in .the 
centre of Athens to find Ns way 
barred by angry employees and 
insistent television cameras. 

"You haven't looked after us,” 
shouted foe strikers. “Stay out" 
Stamatopoulos took the hmt, and 
took himself off to another Ionian 
bu&fing for the day. 

Ministers have decided to 
privatise the country's third-targest 
bank as they foil over themselves 
to convince the rest of Europe that 
Greece wil be ready to jump on 
board the newsingte currency in a 
few years. - 

Sta matopodos used to run 
ETEVA. a Greek investment bank 
that has co-operated on 
privatisation projects with HSBC 
and Salomon Brothers among 
others, so he shouldn't find selling 
Ionian too tough a task - though 
.he hasn’t made it easier by 
extracting a commitment from 
nfrflsteis that whoever buys ft will 
have to guarantee all 3.000 jobs. 

The bank workers' union says 
rrunlstefs should merge Ionian with, 
its parent group, Commenda! Barit, 
as only big Greek banks will 
survive competition from efficient 
foreigners after the euro’s launch. 
Stametopoutos hasn’t managed to 


1 


persuade the punters that mergers 
generaBy mean job losses, while a 
sale has job guarantees attached. 

If he can’t get through, he could 
concentrate on his other job, as 
chairman of the Athens Airport 
Company, a partnership between 
the Greek state and Germany’s 
Hochtief group which Is building a 
new airport. Maybe people in the 
aviation business communicate 
better than bankers. 


Post haste 


Britain is empty-handed after the 
carve-up of top European Union 
jobs under its six-month 
presidency: the division of spoils at 
the European Central Bank leaves 
the UK wondering where to pitch 
next 

The assumption in London is 
that Jacques Santer has no 
appetite for a second term as 
president of the European 
Commission when the first expires 
in January 2000, but British 
premier Tony Blair is keeping mum 
about a possible Brfiish candidate. 

In any case, say Insiders, it 
makes sense to wait a few months 
to see whether former Spanish 
prime minister Fefipe Gonz&lez or 
Giuliano Amato, one of Italy's 
many ex-premiers, show their 
hand. Possible UK contendere 
include EU transport co mmi ssioner 
Neil Kinnock, former Hong Kong 
governor Chris Patten and 
ex-chancellor Kenneth Clarke. 

Even if a Briton didn't get the 
job, putting up a candidate would 
strengthen Blair's hand in securing 


other plum posts - like the new 
Brussels-based job to project 
Europe’s fledgling common foreign 
and security policy. The British - 
along with the French - fancy 
themselves as foreign poBcy buffs, 
though some see the Job as a 
poisoned chalice because member 
states ob stffl reluctant to allow 
Brussels to speak in their name. 

One option gal ring favour is a 
play for the secretary generalship 
of the European Council secretariat 
- in charge of preparing those ever 
more frequent EU summits - which 
should fal vacant next year. The 
job Is potentially one of the most 
powerful in Brussels: after all, real 
clout often ties with those the 
public rarely see. 

Poll position 

Sometimes or his round of foreign 
trips, US President Bill CBnton 
must offer a silent prayer of thanks 
that he has fought his last election. 
As he swarmed around Berlin 
yesterday, there was the usual 
quote of demonstrators keen to get 
placards bearing domestic political 
messages in front of any camera 
lens that came their way. 

Not that a beaming ChancaHor 
Hetmut Kohl was in any way 
reluctant to use the visit of the US 
president bolster his flagging 
electoral fortunes. 

Clinton made sure he also got to 
meet Kohl's social democrat 
ChaBenger Gerhard Schroder. If the 
German polls have got their sums 
r&it. the US president wiB be 
seeing a lot more of Schroder - 


especially at summits after 
September's election. 

An SPD minister in Brandenburg 
said Clinton’s presence would help 
Schrtider, as ft "makes people 
realise they want a young leader" 
while Kohl, on the other hand, says 
“we need wisdom". What that says 
about SPD attitudes to their 
chancellor candidate is anyone's 


Kissing cousins 

There will be none of that 
electioneering nonsense In the UK 
when Clinton touches down 
tomorrow for the G8 summit the 
British settled thee electoral 
business last year. But there has 
been a different sort of contest in 
the streets of Birmingham, the 
summit venue, aver the past few 
days. 

Some poor unfortunate, drawn 
from the ranks of Britain’s security 
service, pretended to be the most 
powerful man on earth while his 
colleagues ferried him around 
testing out their space-age tracking 
systems and protection measures. 
The US agents acting the rate of 
"enemy* managed to hit their 


If you watch very carefully, you 
might just see a smug smite twitch 
the stony faces of the American 
security agents who'll be forming 
their usual scrum around the Chief 

tomorrow in regulation Calvin Klein 
sunglasses and telephonic shirt 
cuffs, it iTBist be very satisfying to 
get one over on the limey enemies 
- sorry, alttes. 


continent many US banks, which 
previously had offices scattered 
all over Europe to reflect the 
diverse currencies, have if any- 
thing tended to concentrate their 
operations in London. In other 
words. Deutsche Rank has been 
swimming against the tide. 

“The greatest advantage finan- 
cial markets can have is the flexi- 
bility to adapt," says Gavin 
Casey, chief executive of the Lon- 
don Stock Exchange. “That is 
something London has always 
had, and you cannot get it by 
diktat" 

London has flourished in the 
face of restrictive practices in tbe 
past Tbe eurobond, which devel- 
oped into one of the most profit- 
able markets for London, was 
bom of tax and regulatory 
restrictions in the US. It con- 
verged on London in spite of the 
fact that it was linking non-UK 
issuers with primarily non-UK 
investors. 

Hans-Joerg RudloE, one of the 
architects of the eurobond mar- 
ket and now chairman of the 
executive committee of Barclays 
Capital, thinks that London, far 
from suffering, could turn out to 
be the greatest beneficiary of the 
development of the single cur- 
rency. 

But Mr Rudloff warns against 
complacency. He argues that 
London had the opportunity to 
become the trading centre for all 
European equities in tbe late 
1980s. but it gave continental 
exchanges the chance to catch 
up- 

"It is not only the complacency 
of the British institutions that 
has to change, but that of the 
British [commercial] banks. You 
don’t want to have the same 
thing happen as with the invest- 
ment banks, which are now all 
owned by foreign institutions." 

Another senior City figure 
agrees that Loudon has tbe 
potential to gain, at least in tbe 
medium term. “In the next five 
years, I think there will be very 
great benefits to London from 
continuing to be the leading 
financial centre in Europe. But in 
the long run, if we are not part of 
Emu, there is the risk that activ- 
ity will gravitate towards one or 
other of the alternative European 
centres." 


100 years ago 

Grand Old Man Of Die 
Transvaal 

For an old gentleman of 73, or 
thereabouts, President Kruger 
displays a liveliness and vivacity 
which speak well for the 
preservative effects of the air of 
the Transvaal Our Paul has now 
entered upon his fourth term of 
office as President of the 
Transvaal Republic, and the 
speech he has just made in 
Pretoria to the citizens and to 
the crowd of armed and 
unwashed burghers who flock in 
from the surrounding country on 
these occasions is quite equal 
to any of his former 
performances. Still, we are 
afraid that those corrected with 
the mining Industry will not find 
very much to encourage them. 

50 years ago 

World Starvation Perfl 
in his valedictory speech as 
chairman of the United Nations 
Food and AgricuitasaJ 
Organisation last week. Sir John 
Boyd-Orr gave a stem warning 
of the starvation peril 
confronting the world. This has 
followed by a clarion call from 
Lord Bruce, the chairman of the 
World Food Councfl. He asks for 
immediate action on a 
world- wide scale to expand 
food production. 
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Investment fall-out 


India has blown away its status as an 
Asian safe haven for investors. This 
week's nuclear tests have knocked 6 per 

cent off equities in Bombay, and twice 

that in the mare liquid mar ket for Indian 
shares in London. Bonds and the rupee 
have also suffered. 

While the direct economic impact of 
western sanctions is minimal, the conse- 
quences of political isolation could be 
severe. If international funds flee, interest 
rates will have to rise to defend the cur- 
rency, hurting an already slowing econ- 
omy. And if the US moves to block World 
Bank loans to India, it could kyboab nec- 
essary in f ras t ruc tu re spending. There 
may yet be a silver lining. 

Having flexed its military muscles, 
India might finally be persuaded to sign a 
nuclear non-proliferation treaty - allow- 
ing sanctions to be quickly lifted. Mean- 
while the government's tough stance has 
won it plaudits at home, perhaps allowing 
it to push through unpopular economic 
reforms. But for now investors should 
tread warily. 
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Paper bids 


Bach week brings another gigantic 
paper bid. Last week was Daimler/Chrys- 
ler, this week SBC/Amerttech. With share 
prices soaring, using paper as an acquisi- 
tion currency is sensible. Even the biggest 
companies are hard-pressed to find $40bn- 
plus in cash. And if one can pay with 
one’s own highly-rated paper it matters 
less that prices are so expensive. 

But how should such paper bids be val- 
ued? There are several approaches, which 
can give widely different answers. One of 
the most popular is to use the acquirer's 
share price before the deal is announced. 
But that suffers from the fact that take- 
overs often create value that is not cap- 
tured in the pre-announcement share 
price. 

Hence, another popular approach - 
using the acquirer’s share price after the 
deal is announced. This is better, but still 
suffers from two defects. First, the acquir- 
er’s share price may not move to reflect 
the full value creation because of doubts 
over whether the deal will go through. 
Even if there Is no uncertainty, using this 
technique m^ana one has to accept the 
market's view of how much value is being 
created. Such thinking leads to a third 


method: make one's own explicit estimate 
of bow much value is being created and 
use that to calculate what the deal is 
worth. 

This is the main approach Lex plans to 
use. What answers does this technique 
produce for DaimlerChrysler? The first 
step is to take the market value of 
company brfbre the d«ii leaked: yssuh w 
for D aiml er and $29.4bn for Chrysler. 
Then add the amount of value being cre- 
ated - roughly $18bn - to give $l00.2bn 
for how much the combined Daimler- 
Chrysler should be worth. Daimler share- 
holders will receive 57.2 per cent of the 
new company and Chrysler’s 42.8 per 
cent. So the deal values Daimler at 
$57.3bn and Chrysler at $42£bn. 

The deal is good for both groups of 
shareholders. But using this technique, it 
is clear Chrysler’s have captured an even 
bigger share of the spoils than originally 
thought They receive S13.5bn of the 
added value, equivalent to a 46 per cent 
premium. Daimler’s get a more modest 
$4JHm, or 9 per cent 

UK inflation 

So George Soros is thought to be trying 
to beat down the pound a gain. Even if 
true, a repeat of the 1992 debacle this is 
not For one thing, the Banlc of En gland 
will not be obliging him with a futile 
defence of a fixed exchange rate level. 
Over at the Treasury, meanwhile, far 
from viewing proceedings with dismay. 
Gordon Brown, the chancellor of the 
exchequer, will be positively egging him 


on. What better way of lining up sterling 
to join fire euro at a favourable exchange 
rate? 

Yesterday's inflation report, however, is 

a reminder that a farther M to starting is 
far from assured. True, the inflation out- 
look is better than at the tune of the 
February report, helped by a slowing 
economy and strong pound. But develop- 
ments not covered by the report already 
threaten to overtake this. Yesterday’s 
labour market figures show average earn- 
ings jumped by a startling 4d) per »nt in 
the year to February. Sterling, mean- 
while, has fallen by around 3 per cent 
since the report was drafted. 

Ironically, sterling strength and a 
stable pqmiTTgn outlook were what per- 
suaded Professor Owies Goodhart to jeon 
the interest rate doves at the time of the 
April monetary policy committee mapting . 
Might he and others now be persuaded to 
join those arguing for higher rates? It is, 
of course, too soon to telL Perhaps the 
earnings data were distorted by the 
City bonus round. Even so, given how 
finely balanced the situation remains, 
expectations of failing rates look over- 
done. 

lBJ/Nomura 

Perhaps Japan’s Big Bang win not be 
the damp squib initially feared. Admit- 
tedly, the alliance between IBJ and 
Nomura has a distinctly Japanese flavour 
- tentative in ambition and vague in 
detaff. But it also hears the unmistakeable 
hallmark of fhawgg- a top hank and top 
broker joining forces for the first time to 
see off the foreign infMai. M ore ove r , if 
the top dogs feel the need to combine in 
order to compete, it is surely only a mat- 
ter of time before the weaklings follow 
suit. 

Should foreigners be concerned? They 
have innovation and technology on their 
side, but the combination of Nomura’s 
distribution and BJ’s corporate client list 
is powerf u l. Life, of course, will get really 
interesting if tills serves as a precursor to 
a more far-reaching alliance. For now, 
though, institutional rigidities, albeit 
breached slightly by this announcement, 
remain a si gnificant obstacle. Meanwhile, 
notice has been given that derivatives and 
asset management are where sown* big 
battles wfll be fought 
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FT WEATHER GUIDE 


Europe today 

Scandinavia wifi be mostly dry with 

plenty of sunshine. The north will 
tie cooler with occasional showers. 
Much of central, w es t e rn and 
eastern Europe wfil be dry and 
warm with tong sunny periods. 
Southern sees wS be more 
unsettled with a fternoon 
thunderstorms, espedafiy over the 
Afcs. Southern Russia, Ukraine and 
Turkey wifi be cloudy with raki and 
thunderstorms. Spain and Portugal 
wffl have more thundery showers, 
but most of the Medi te rranean wffl 
be cky and manly sunny. 

Five-day forecast 

Scancfinavia wfil remain mainly fine 
and dry, but breezes and showers 
will spread into the north by the 
weekend. Western Europe wfll 
became unsettled, bur the 

north-west wIB stay mainly fine end 
dry. Much of foe Mediterranean 
and foe Alps wfl become 
unsettled with some thundery 
Showers. 
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NY mayor gives striking 
cab drivers a rough ride 


By John lsbate and Daniel Water 
to New York 

A one-day strike by New York City 
taxi-drivers yesterday brought a 
temporary end to mid-town Manhat- 
tan gridlock, as a surpri s i ng number 
of cabbies came out in protest 
aprincf the mayor's “Quality of Life” 
campaign. 

The proposals include drug and 
alcohol teste for new cabbies, 
increased BqMBty .inKiraaks 'prmni- 
Trtnn y ruf higher penalties for traffic 
violations. - 

Mayor Rudolph Giuliani yesterday 
dismiss ed the taxi-drivers' pro t e st 
“They are ff gftthig for the right 'to 
drive recklessly," he said. ■ 

Many of Manhattan’s- taxia stayed 
off the streets,' forcing 'toTOstment' 

bankers mrd business executives to 
walk or take'-a chance with- the city’s 
subway system. ‘ 

But although the pr o t est led to 
Iaqg : delays for travellers trying to 
tnifA hiTis to and fr o m the city’s air- 
ports and bus stations, other car- 
borne commuters benefited from an 
uncharacteristically, smooth ride 
Into town. • 

“Fifth Avenue looks empty,” said 



Audolph Gfttenfc They amatory borne 

forever as far asfm concerns*' : . 

, ' *• . • ‘ 

Rene Ochart, doorman .at the Pierre 
hqtaL just before lunchtime. 

Mr Giuliani, characteristically 
hinwt, aatri the lack of taxis made the 
city cleaner “They can. stay home 
forever as far as Tm concerned.” 

Semes qf cabs sat idle, parked out- 
ride garage spaces as drivers went 
on the streets to distribute leaflets to 


S African taxi driven* n&Hmara, Page 6 
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Assembly seeks to thwart bank president’s intention of quitting halfway through term 

By Samar Waste to Strasbong 


The European Parliament yesterday , 
approved the i nominations of the 
president and five board members of 
the future European Central Bank, 
but «rf gn»n«>ri its. disapproval .of the 
political deal that crowned the . 
ptoqesfc: • 

in .a politically important but 
legally hflPrbtndlpg vote, the Et&Ov 
peari Union's assembly ' back e d 
choice . of Wim Duisenbeig of the 
Netherlands as bank president by 
439 votes to 40 with 59 abstentions. 
The other five nominees were 
ap p ro ved by shnilariy large majori- 
ties. 

But deputies also adopted an 
ammdTnmt that SO light to obstruct 
Mr Duisenberg's declared Intention 
of resigning halfway through 
eight-year term to make way for 
Frenchman Jean-daude TricheL 

It was widely believed that Mr 
Dulsenberg’s decision, announced at 


an EU summit earlier this month in 
Brussels, was forced on him by 
national governments, which had 
'caved in to' pressure fr o m Jacques 
Chirac. France’s president 

The deal gave rise to accusations 
that the ECB had been contaminated 
by political in terf erence even before 
It had opened its doors for business. 
•• The pariiament’s amendment, pro- 
posed by the Liberal Group of MEPs, 
called on Mr Duisenberg to avoid the 
“early or simultaneous succession of 
both the president and vice-presi- 
dent”. - ‘ 

As the ElTs 1992 Maastricht treaty 
limits the ECB’s first vice-president 
to a term of only four years, the 
amendment represents an attempt to 
keep Mr Duisenberg in his post far 
longer than the four years agreed in 
the deal hatched by EU leaders. 

The ECB’s first vice-president is to 
be Christian Noyer, former head of 
the French treasury. 

Christa Randzio-Plath, Hip parlia- 


ment’s rapporteur on the six ECB 
nominees, said the amendment 
aimed to ensure that “all candidates 
feel they are free from political pres- 
sure”. 

She insisted that Holy 2002, the 
huddle- uf Mr Dulsenberg’s term, 
was an inappropriate time for the 
president to resign because of the 
coincidence of several evehts, such 
as Mr Nayer’s departure and the dis- 
appearance of national notes and 
coins In-the- 11 countries adopting 
the euro. i- . 

Jos&Maria Gil-Robles, the parlia- 
ment’s president, said: “This 
[amendmait] might help underline 
the important role he (Mr Duisen- 
berg] has to play in {guaranteeing 
the ECB's] independence.” He 
renewed hi« attack an the nomina- 
tion process. 

The amendment - deliberately 
vague to reduce the chances of its 
being rejected - was adopted by 214 
votes to 21 a with 10 abstentions. 
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win public, support The New York 
Taxi Workers Alliance, the main 
union behind the strike, said 99 per 
cent of the city's 12400 cabs were 
not on the road. 

That figure was disputed by the 
New York City Taxi and Limousine 
Commission, which regulates the 
city's cabs: "I highly doubt it’s 90 per 
pgnt,“ it^^^ pt it' Is in®^a|e to 

>doted of- drivii; wjhile lotoxteated 
will ■ automatically . have their 
Harness revoked. Ftt-vtously, they 
could §apea .a temporary ritapea rio n 
and '-a She of up to 9350. The penalty 
for rinoktagln the cab or rude 
jo passengers win be raised frean $25 
>$150. 

- Otoion nf Hn|a)M said their main 
‘^■ri pTaint was that they firit ignored 
by 'the dty authorities. Biju Mathew 
of -the Taxi Workers Alliance, said: 
“We are all for driver and rider 
safety but the city creates these 
rules without any Input from the 
• drivers.” 

The city has 44,000 licensed taxi 
drivers. 
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INSIDE 

Growth without frontiers for Sanluis 

Mexico’s Sanluis Corporacfon is a perfect 
advertisement for the North American Free Trade 
Agreement. Before Mexico joined Nafta in 1994, 
Sanluis was a medium- sized gold and sHver pro- 
ducer that had diversified Into manufacturing auto 
parts. Today, it can hardly keep up with the orders 
from the big three carmakers In Detroit. Page 23 

Tough choices for Murdoch 

The US justice department’s blocking of Nows 
Corporation's plan to fold its ASkyB satellite televi- 
sion business into Primestar, a consortium con- 
trolled by cable operators, leaves Rupert Murdoch 
with two options. He could give up trying to break 
into the US satefiite TV market or do a deal with a 
leader In the multichannel sector. Page 18 

Siemens and Puma jump m Dax rise 

The Dow’s opening surge pushed the Xetra Dax 
Index above the 5,400-potrrt level in Frankfurt, but 
it tell back m late trading to dose at 5,371.99. 
Recent underperformer Siemens, the engineering 
group, and Puma, the sportswear manufacturer. - 
were among the biggest gainers. Page 38 

Pemex invites refinery tenders 

Pemex. the state-owned Mexican oil monopoly, 
has invited tenders for an overhaul of three oil refi- 
neries. The tenders - to buHd 23 new plants and 
modernise 11 others - are part of a plan to end 
Mexico's dependence on gasoline Imports by 2001 
and raise refining capacity of sour crude. Page 28 

Nicaragua looks to the land 

Nicaragua’s leaders believe the key to economic 
recovery lies in the rural sector and they are mak- 
ing agriculture a cornerstone of their bid for 
growth. President Amoldo Aterndn, a former coffee 
sector leader, says his country can once again 
become the bread-basket of the region. Page 28 

Pound gains as UK earnings jump 

The pound rallied on signs that UK inflation might 
not be dead yet However, it gave up most of its 
strong early gains, suggesting that sentiment on 
sterling remained poor. Page 27 
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Roche hit by Xenical doubts 


By Danfei Green 

Shares in Roche, the Swiss 
drugs company, fell sharply 
yesterday after US health regu- 
lators postponed the launch of 
the company's anti-obesity 
drag. Xenical, by demanding 
Anther safety data: 

The Food and Drug Adminis- 
tration issued a “letter of 
approvability", which nor- 
mally' leads to foil approval 
but included conditions requir- 
ing Roche to submit Anther 
safety data relating to the inci- 
dence of breast cancer in 
people tatting the drug. 

Trials are still under way 
and results win not be ready 
for .the FDA. until the first 
quarter of 1999. If they satisfy 


Anti-obesity drug launch postponed in US as 
FDA demands further data on breast cancer risk 


the agency, a product launch 
is likely a year from now. 

Roche certificates, the most 
heavily traded class of the 
company's shares, fell SFT230 
to SFrlM75 in Zurich, having 
opened at SFT15.995 as some in 
the market anticipated uncon- 
ditional approval. . . 

The FDA was forced last 
year to ban Redux, an anti-obe- 
sity drug made by American 
Home Products of the US, after 
a significant proportion of 
users developed heart valve 
problems. 

Redux was one of the most 


successful product launches In 
the industry, demonstrating 
the unsatisfied demand, espe- 
cially in the US, for drags to 
reduce weight. 

Xenical has been given the 
go-ahead by European regula- 
tors and has been approved by 
regulators In Latin America 
and Asia. Roche plans to 
launch Xenical later this year. 

Roche said It was pleased 
with the FDA’s decision and 
regarded it as a milestone in 
reaching final approval in the 
US. 

But a London-based pharma- 


ceuticals analyst said the 
announcement was not as 
good as Roche would have 
liked. 

“The drug was given an 
expedited review in which the 
FDA had to give its verdict on 
the drug within six months,” 
she said. 

The decision effectively can- 
celled the benefits of the expe- 
dited review for Roche at least 
and opened op the possibility 
or further delays. 

Analysts at stockbrokers 
T.phman Brothers are forecast- 
ing annual sales after 2007 of 


$lbn a year even after yester- 
day’s delay. 

Any Xenical side-effect prob- 
lems are unlikely to be similar 
to those encountered with 
Redux and other slimming 
treatments. Xenical works by 
slowing the absorption of fat 
from the digestive tract by 
about 30 per cent Other treat- 
ments have focused on modify 
ing appetite though action in 
the brain. 

Roches estimates that obe- 
sity, one of the world’s most 
widespread and costly condi- 
tions. affects 200m people 
around the world, more than 
one quarter in the US. It leads 
to a series of disabling’ and life- 
threatening illnesses such as 
diabetes and heart disease. 


Republic to 
raise $2bn 
in waste 
split-off 

By NBdd Taft fa Chicago 


Republic Industries, the car 
Upatewhip H and rentals chain 
bufit up over the post three 
years by Wayne Huizenga; the 
Florida-based billionaire, is to 
split off its waste management 
business, raising close to J2bn 
in the process. 

It will use the cash to ftind 
even more acquisitions an the 
car side. It said the separation 
reflected the fact that the car 
business had now achieved a 
“critical mass’*. “We have pub- 
licly stated that we wanted to 
be a pure play [as a car-retail 
stock],” said Steve Berrard, 
Republic’s president. 

Republic plans to sell 
between 25 and 30 per cent of 
the “A” shares in its waste 
business via an initial public 
offering in the second or third 
quarter. This is expected to 
raise between £L5bn and $2bn, 
according to the company, 
allhough Mr Berrard said that 
he would be “disappointed If 
[the figure] was hot doqe to 
$2brt”. Republic will retain a 
voting interest of just over 90 
per cent 

The remaining equity: will be 
spun off to Republic sharehold- 
ers in a^taxfree distribution 
nest year.- 

Although recent attention 
on Republic has focused on its 
car operations — in particular 
on its efforts to make the pur- 
chase of secondhand cars a 
more enjoyable experience by 
aSerihg customers large, com- 
fortable salerooms - and no- 
haggle prices the waste 
operations are a significant 
business. With sales last year 
of glibn, they form the fourth 
largest solid-waste collection 
operation in the US. If Repub- 
lic achieves its S2bn goal, the 
total market capitalisation of 
the waste company would be 
around$6bn. 

Waste services is the busi- 
ness in which Mr Huizenga 
first established his reputa- 
tion, when he helped build up 
the Chicago-based Waste Man- 
agement group in the 1970s 
and 19806., The s t r a t e gy then 
was to purchase numerous 
small businesses in stock- 
funded deals, and achieve 
rapid industry consolidation - 
an approach Mr Huizenga is 
currently attempting with 
Republic’s car dealerships. 

However, Wall Street has 
wearied of the amount of stock 
issued by Republic to fend its 
car dealership deals, and the 
share price has slipped. The 
j2bn cash inflow from the 
waste IPO would allow Repub- 
lic to continue its acquisition 
programme on. the car side 
through cash deals, without 
Hooding the market with more 
paper. Yesterday. Republic 
shares , were little changed by 
lnwffVitimA in New York at- 
$27*, up S- 



Tetiey c hal i ma n Leon Alen to ms the UK teabag maker's de ci sion to seek a Isttng on the London Stock Ex chan ge. Et Is Beefy to value the group, 
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Cable and Wireless to launch its 
services in 20 European cities 

UK telecommunications company to target niche markets and business 


By Alan Case 


Cable and Wireless, the UK’s 
second largest telecommunica- 
tions company, is planning to 
launch operations in more 
than 20 European cities as it 
moves to re-establish its image 
and branding on the continent 

Dick Brown, C&W chief 
executive, said yesterday: “We 
will have facilities-based 
licences for fixed wire services 
in 12 European countries by 
the end of the year. We win be 
targeting business customers 
and niche markets.” 

The company already bolds 
operating licences in the UK. 
the Netherlands, Sweden and 
Ireland. Stephen Pettit, C&W 
executive director far Europe, 
said be expected to secure 
French, Italian and Belgian 
licences within two months, 
with. Germany and Spain to 


follow by the end of the year. 

The company plans to invest 
about £J00m (S167m) over the 
next two years to install high 
capacity telecoms switches in 
each city capable of handling 
voice and data transmissions. 

A network based on the 
most advanced data transmis- 
sion technology. ATM, will 
connect Paris, Brussels. Zor- 
ich, Dusseldorf, Munich, 
Geneva and Vienna with the 
UK and the US. 

Mr Brown outlined his strat- 
egy for Europe during the 
announcement of the group’s 
results for the year to March 
31. C&W has bad only a nomi- 
nal presence in Europe since it 
pulled out of an alliance with 
the German company Veba a 
year ago. The new strategy is 
intentionally low key and low 
cost 

An alliance with Telecom 


Italia, announced four weeks 
ago, provides C&W with what 
Mr Brown describes as ‘ 'book- 
ends'’ for Europe within which 
he plans to establish a net- 
work of licensed operations 
identified by the C&W brand. 

C&W will establish sales 
offices and sales staff in indi- 
vidual cities seeking two kinds 
of business. First, to operate as 
a carrier’s carrier, moving 
competitors’ traffic over its 
intonations] network. Second, 
to attract high value business 
customers to whom it can offer 
a range of advanced services. 
“We intend to be the global 
transport company," Mr 
Brown said. 

The figures came in slightly 
above market expectations 
with profit before tax 54 per 
cent ahead at £2.l8bn 
(£L42bn), including £487m in 
exceptional profits. 


Group turnover was 19 per 
cent up at £7bn (£6bn). Earn- 
ings per share came in 96 per 
cent ahead at 57p (3<X3p) and a 
dividend of 12£5p (U.lp). a 10 
per cent improvement, will be 
paid. 

Mr Brown said: “We have 
achieved double digit growth 
in both revenue and profit 
despite major strategic invest- 
ments and adverse economic 
conditions in Asia. Our strong 
growth rate in revenue com- 
pares to just 7 per cent two 
years ago. Today’s results sym- 
bolise the transformation of 
C&W into a high performance 
operating company." 

The exceptional profits 
include £5l9m for the sale of a 
5.4 per cent stake -in Hongkong 
Telecom and a £516m compen- 
satory paymen t for the prema- 
ture loss of HKTs exclusive 
international licence. 


Allianz 
head rules 
out global 
expansion 

By Andrew Fisher, 

Christopher Adams and Jane 
FoRer bi Munich 

Allianz, Germany’s biggest 
insurance group, has rejected 
the idea that it might try to 
develop into a global financial 
services concern by raising its 
bank shareholdings into 
majority stakes. 

Henning Schulte-Noelle, the 
chairman, said in an interview 
with the Financial Times that 
it was hard for big banks and 
insurance companies to com- 
bine globally, since their busi- 
nesses were too different “To 
become a fully-integrated 
financial concern on a global 
basis is just out of reach for 
anyone - at least for the 
moment.” 

But be did expect more big 
cross-border deals in Europe's 
insurance sector, where con- 
solidation has begun to accel- 
erate ahead of economic and 
monetary union. 

While he saw a role for large 
groups and more specialised 
regional companies, he said 
medium-sized operations with 
less of a clear profile would 
have a bander time. 

“It will be difficult for them 
to spread out Companies that 
persist with a national attitude 
won’t be able to resist this 
trend in the long run either.” 
he said. “Market pressures are 
getting stronger and stronger.” 

Allianz, which has just 
bought control of Paris-based 
Assurances Generates de 
France, would stick firmly to 
insurance, but would also 
cooperate with banks on the 
product distribution side and 
in asset manag ement. 

Allianz did not therefore 
plan to increase its large 
minority holdings in German 
hanks to controlling stakes. 

It owns 23 per cent of Dresd- 
ner Bank. Germany's second 
biggest bank, and will have a 
17 per cent stake in the new 
operation to be created from 
the merger of Bayerische 
Hypotheken-und Wechselbank 
and Bayerische Vere ins bank. 

There has been stock market 
speculation that Allianz might 
use its influence with these 
banks to form a broad insur- 
ance and’ banking group to 
rival Deutsche Bank, Ger- 
many's biggest bank. 

But Mr Schulte-Noelle dis- 
missed this notion. “We have 
no plans to take over the 
majority of any big bank - 
why should we?" 

The group planned to 
co-operate with Dresdner in 
asset management, with 
details likely to be finalised 
later this year. 

Mr Schulte-Noelle identified 
the UK, where Allianz has a 
relatively small market share, 
as a key avenue for future 
expansion. 

“Given the concentration 
amoDg big players in the rUK] 
market, we are not in a posi- 
tion we should feel comfort- 
able with over the medium to 
long term,” he said. "We are 
interested in strengthening 
our position. But integrating 
AGF has to be our priority." 


French Matif exchange set to end open outcry trading 


By Edward Luce 


Matif, France’s derivatives 
exchange, will almost certainly 
dose its “open outcry" floor 
trading operation within the 
next few months. It introduced 
electronic trading only four 
weeks ago with the expecta- 
tion of operating a “hybrid" 
system for a lengthy period. 

Jean Francois Theodore, 
chairman and chief executive 
of MftHf, said in an interview 
with the Financial Times yes- 
terday that the market had 


“unmistakably” shown its 
preference for electronic trad- 
ing over open outcry. 

The proportion of contracts 
traded on Matifs open outcry 
system has dropped from 100 
per cent to less than 10 per 
cent in just 21 trading days. 
The number of floor traders 
has dropped to just 100 from 
more than 400. 

“We are very surprised by 
the speed with which the mar- 
ket has expressed its prefer 
ence,” said Mr Th&odore. “The 
conclusion is very clear: even 


for short term interest rate 
co ntra ct s the market prefers to 
trade on the screen.” 

News of tbe rapid demise of 
Matifs floor trading system 
leaves the London Interna- 
tional Futures and Financial 
Options Exchange as the only 
remaining derivatives market 
in Europe with a floor-based 
operation. 

Proponents of a rapid switch 
to electronic trading at Liffe 
are likely to be disappointed 
by a reform package which the 
exchange will submit to its 215 


members next week. Hopes 
had been raised that the 
exchaige would bring forward 
plans for an electronic plat- 
form scheduled for the last 
quarter of 1999. 

But insiders say the board 
has rejected proposals to use 
Matifs NSC-VF electronic trad- 
ing system which would have 
enabled Liffe to offer daytime 
electronic trading much ear- 
lier. Instead, the exchange is 
likely to develop its own Sys- 
tran although it still has the 
option of permftting the day- 


time trading of contracts on its 
after-hours electronic system. 

The switch at Matif. expec- 
ted to lead to the imminent 
closure of the trading floor, 
has taken some market partici- 
pants by surprise. But leading 
brokerages on the exchange, 
that are training their former 
floor traders to cope with the 
new electronic system, say tbe 
switch is permanent. “Once 
the critical mass moves into 
electronic then floor trading 
withers very quickly.” said one 
broker. 



The lions of the Savannah have sight that is perfectly tuned to their environment 
ft maximises definition where it’s most effective, in a lateral strip of focus on the 
horizon, the area of greatest opportunity. 


Vision that delivers. 


To see beyond the immediate reafity of a business, to place a high value on its 
potential and be prepared to pay for it also takes a particular vision. Vision that 
we back with the £850 mfifkin Candover 1997 Fund. Vision that delivers. 
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COMPANIES & FINANCE: THE AMERICAS 


NEWS DIGEST 


RETAILING 


Kmart continues recovery 
with $47m after tax 

Kmart, the US retailer, continued its recovery from heavy 
losses as its after-tax earnings rose to $47m in the three 
months to the end of April, or 10 cents a share, compared 
with $14m the year before. The latest period marked the 
eighth consecutive quarter in which Kmart has seen an 
improvement in its earnings per share, said Floyd Hall, chair- 
man. 

The US mass-market retailer said it had benefited In partic- 
ular from higher dotting safes, with a rebound in women's 
clothing tearing to a double-digit Increase in sates. Mr Hail 
added the company had succeeded In cutting its inventory 
levels from a year earlier. 

The company, which has more than 2,100 stores in North 
America, registered a 3.5 per cent increase in sales in the 
period, to $7 .52 bn. Cost-cutting efforts resulted In a fall in 
seTOng, general and administrative expenses from 20.5 to 19.3 
per cent of sates. However, the cost of sales rose faster than 
revenues, feeding to a fan of 1 per cent In the company’s 
gross profit margin, to 21.4 per cent 
Richard Waters, New York 

AIRLINES 


Continental takes Copa stake 

Continental Airlines, the fifth largest atrflne in the US. has 
taken a 49 per cent stake in Copa, the Panamanian airline, 
and Is to form an operating and marketing alliance. If 
approved, the alliance would atow wide code-sharing 
between the two airlines, it is not expected to lead to any job 


Copa said the remaining 51 per cent would remain in the 
hands of private Panamanian investors. Continental made no 
announcement and the consideration was not revealed. Copa 
has dose commercial Bnks with the Taca group of Central 
American airlines, with which another US carrier, American 
Airlines, has agreed a similar code-sharing alliance. However 
Continental said it was relying on a tentative decision by the 
US Department of Transportation to eliminate a provision In 
the American/Taca alliance preventing Copa establishing mar- 
keting arrangements with other carriers. Copa said it would 
honour its agreement with Taca and American. 

James Wilson, Panama Cfty 


COMPUTERS 


Olsy buy puts Wang in red 

A first-quarter loss at the computer group Wang Global was 
triggered by restructurkig charges involved in its acquisition of 
Italy-based Olsy. Net losses were $44 An, or $1.22 per share, 
on revenues of $402.6m. Since its Chapter 11 bantouptcy in 
1992, Wang has been reshaping Itself as a service provider, 
rather than computer manufacturer, changing its name from 
Wang Laboratories. As it accelerated its shift toward service 
h the first three months of this year, service revenues rose 12 
per cent, while revenues from traditional products dropped 26 
per cent Gross margins surged to 23 per cent 
In April, the company announced It would spend about 
$380m integrating Olsy and restructuring Its old Wang 
operations. The company took a charge of $55.7m in the first 
quarter, with $13m spent on staff reductions. Another $325m 
is anticipated in expenses. Victoria Griffith, Boston 


Bidders 
line up for 
Robertson 
Stephens 

By Jane Martinson la London 
ami Wfflam Lewis h New York 


Two US commercial banks - 
Bank of Boston and First 
Union - have emerged 
as potential bidders for 
Robertson Stephens, the San 
Francisco-based - specialist 
investment hanking arm of 
BankAm erica. 

The company was put up 
for sale a month ago after its 
parent announced plans to 
merge with NationsBank, 
the retail banking group 
which owns Montgomery 
Securities, a company simi- 
lar to Robertson Stephens. 

A takeover by First Union, 
the highly acquisitive North 
Carolina banking group, 
would intensify the commer- 
cial bank’s state rivalry with 
NationsBank, also based in 
North Carolina. Both First 
Union and Bank of Boston 
are understood to have met 
Robertson Stephens' senior 
management. 

People close to the negoti- 
ations said that the company 
had also attracted the inter- 
est of two Investment banks: 
Credit Suisse First Boston 
and J. P. Morgan. Analysts 
said Robertson Stephens' 
west coast equities business 
and technology industry 
focus would fit well at both 
CSFB and J. P. Morgan. 

One Investment banker 
said that the company, 
which was bought by Bank- 
Am erica last October for 
$540m, or five times book 
value, could fetch an even 
higher price. NationsBank 
spent $l.2bn to acquire 
Montgomery -Securities last 
July. 

The management of 
Robertson Stephens is 
understood to have some say 
in the decision. “The real 
issue here is going to be: 
who do the ^managers want 
to join?" said one banker 
who was considering an 
offer far the company. How- 
ever, BankAm arica is likely 
to opt for the highest price. 

Mike McCaffery, president 
and chier. executive of 
Robertson .Stephens, has 
said that '4he company’s 
strategy required a large 
parent. = 


ENTERTAINMENT SEAGRAM F ACES C HAL LENGE FROM US BUY-OUT FUNDS 

Counter-bid looms for Poly Gram 


By ASce Rawsthorn 


Seagram’s efforts to acquire 
PolyGram, the world’s larg- 
est music group, may face 
opposition from Thomas 
H. Lee and Forstmann Little, 
two of the largest US lever- 
aged buy-out funds, which 
are p lanning a counter-bid. - - 
The funds, which are 
believed to be formulating 
their offer together with 
Michael Ovitit, the former 
Hollywood talent agent and 
Walt Disney executive, sent 
formal letters on Monday to 
the supervisory boards of 
PolyGram and Philips, its 


Dutch parent company. 

Seagram, advised by Mor- 
gan Stanley, is understood to 
be willing to pay as much as 
ttttn for PolyGram. Lee and 
Forstmann, represented by 
Allen & Company , would 
have to tqp that price in win. 

Philips announced last 
week- that it was reviewing 
the future of its 75 per cent 
hnliWng in pbiyGzam, which 
numbers Elton John, Bryan 
Adams and U2 among its art- 
ists, as well as owning the 
film business that produced 
Trainspotting, Four Wed- 
dings and q Funeral and 
Bean. 


By Friday, Philips, advised 
by Goldman Sachs, had 
started negotiations with 
Seagram, the Canadian 
drinks and 

group, which had previously 
been in bid talks with EML 
the troubled UK music 
company. 

Edgar Bronfinan Jr, Sea- 
gram’s chief executive, is 
keen to clinch a deal swiftly. 
However, the complicated 
process of agreeing terms of 
an offer for both Philips’ 75 
per' cent holding and the 25 
per cent in public issue, 
means that Seagram is 
unlikely to be able to reach 


imriT next weak 

at the earliest 

The intervention by Lee 
and Forstmann could further 
complicate Seagram’s 
efforts. Philips is legally 
obliged to give them an 
opportunity to table a formal 
offer, before accepting a bid 
from Seagram. 

PoIyGram’s management 

might prefer to be sold to a 
financial consortium, rather 
than: to Seagram, which 
would be likely to merge the 
Dutch company’s businesses 
Into its own Universal film 
and music subsidiary. .How- 
ever, it is understood that 


PolyGram has not bad any 
contact with Lee and Forst* 
flnann ' since their letter 
arrived on Monday. 

Mr Bronfman, who has 
been criticised for the disap- 
pointing performance of Uni- 
versal’s film interests since 
Seagram took control of the 
company throe years ago. Is 
anxious to expand the 
smaller, but more successful 
muste side of the business. 

If his PolyGram bid foils, 
he might make another 
approach to EMI, which 
ended its discussions with 
Seagram late last week after 
- a disagreement over price. 


Options dwindle) in News Corp’s satellite struggle 


Rupert Murdoch may refocus on Gsible operations after ab ortive Primestar deal, writes C hristopher Parkes 

impression left by the justice 
department, supported by 
the Federal Communications 


N ews Corporation has 
now made three abor- 
tive attempts at break- 
ing into the US satellite tele- 
vision market and is fast 
running out of options. 

The justice department's 
squelching this week of 
Rupert Murdoch's plan to 
fold his embryonic ASkyB 
business into Primestar, a 
consortium controlled by 
cable operators, appeared to 
leave him with two possibili- 
ties. 

He could give up the chase 
and surrender the unused 
orbital slot for which News 
Carp and minority partner 
MCI, the telecoms group, 
paid $68Qm more than two 
years ago. 

Or be might do a deal with 
DirecTV or EchoStar, the 
market leaders in the high- 
power multichannel market 
Neither is attractive, hot 
getting out to concentrate on 
the Fox broadcast network . 
and the group's existing 
cable connections would 1 
probably be less painfuL 
News Corp’s switchback 
planning started with a proj- 
ect to launch an independent 
operation based on the last 
of three available orbital 
slots allowing complete cov- 
erage of the US with hun- 
dreds of digital channels. 

The cost - estimated this 
week by Dan O'Brien, Pri- 
mes tar's chief operating offi- 
cer, at up to $6bn - and the 


fact that four competitors 
(since reduced to two) bad a 
head start,, prompted the 
group to scrap plan A last 
summer. 

Plan B. a merger with 
EchoStar, an independent 
with i _2m subscribers, foil 
apart to be replaced by proj- 
ect Primestar. 

Even as Mr Murdoch made 
his peace and strati a deal 
with Primestar - controlled 
by TeleConununications Inc, 
Time Warner, Comcast, US 
West/MediaOne and Cox - a 
$5bn breacbo^contract suit 
landed on his desk from 
EchoStar. 

Unable to;- contain its 
delight at Tuesday's anti- 
trust lawsuit, ^EchoStar con- 
tributed its own judgment 
"It is not in the public inter- 
est to give th&smgle piece of 
real estate in space which is 
most capable of fostering 
effective competition to 
cable . to the largest cable 
and content cartel in the 
world,” it said. 

- Joel Klein, the justice 
department's anti-trust 
chfa£ could not have put.it 
better, though his “fox in the 
rirfritim cdopT reference won 
points for colour. 

tIS digital satellite TV 
companies, led by DirecTV 
with ftiftn subscribers - Pri- 
mes tar’s low-power opera- 
tion has 2m in mainly rural 
areas - are small fry com- 
pared with cable operators 



Rupert Murdoch: US 


hooked up to 70m homes. 

After five years’ hard sell- 
ing of “hundreds of chan- 
nels, crystal-dear pictures, 
CD-quaKty sound'’, they are 
still st riv i ng to break even. 
Cable providers, meanwhile, 
are moving quickly to com- 
pete with digital compres- 
sion technology to offer 
more channels, internet 
access and other interactive 
services. 

As Mr Klein observed, 
cable is “one of the most ‘ 
durable and powerful 
monopolies in the c o u ntr y ". 
It is eroding traditional 
broadcasters' market share 
and advertising revenues. 
With or without Mr Mur- 
doch’s orbital slot, it is 
undermining satellite's tech- 
nological edge. • i' ? 

And it stm has Prim&tar.; 


uts undermined by cable 


Although its system’s 
requirements for receiver 
dishes up to 36 inches across 
largely exclude it from 
densely populated urban 
areas where only high-power 
operators' 28-inch dishes axe 
acceptable to planners, it Is 
a usefol backstqp.; ; 

r - -Jjdl- 


1 “ 


also provides, aiF 
tiotxal outlet far program- 
ming such as tha-HBO film 
channel. Cable News Net- 
work and other services pro- 
duced by the' cade compa- 
nies' owners;'. 

Primestar^ Mr O'Brien 
toasted this. week that the 
government's lawsuit would 
be resisted. First, he wanted 
to negotiate, in spite of Mr 
Klein's assertion that the 
time for talking WUs over. 

;3ut the. .overwhelming 


C ommissi on, was that Pri- 
mestar will he denied any 
means to help it reinforce its 
bold on the television distri- 
bution mar ket. 

Mr Klein even suggested 
that News Corp should sell 
its slot to DirecTV or Echo- 
Star, which represent the 
sole challenge to cable. 

But that could damage Mr 
Murdoch's relationships 
with his allies in the cable 
industry, which are crucial 
to the success of his TV pro- 
grammes, which include 24- 
hour news, a sports network 
and entertainment from 20th 
Century Fox. 

Returning his slot to the 
government could be risky if 
it allowed a newcomer into 
the industry or resulted in 
one or other of the existing 
satellite providers gaining 
new capacity. 

On the other hand, it 
would test Mr O’Brien's 
Hahn that noone other than 
Primestar is ready to take it 
an. “The justice department 
is trying to prove that two 
competitors are better than 
three," he said. 

“If we don't, . . . who is 
going to provide competition 
[for cable]? There is not a 
single company ready to 
come in and commit the 
$5bn-$6bn needed to go 
forward." 
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AUDITED FINANCIAL RESULTS FOR THE YEAR ENDED MARCH 31. 1998. 




•: • ; 

YEAR ENDED 
MARCH 31, 1997 

(RS. IN MILLIONS) 

YEAR ENDS) 
MARCH 31. 1996 
(RS. IN MILLIONS) 

YEAR ENDED 
MARCH 31, 1998 

(USS IN MILLIONS) 

1 

Net Sales / Income from operations 

32,441.2 

32,804.2 

826.719 

! ., { 

Other income 

2,099.8 

2,327.9 

58.667 


Total fruxane 

34^41.0 

35,132.1 

885^86 


Total expenditure 

26,518.5 

26,720.7 

673.405 


Interest 

73.1 

83.7 

2.109 

V • V\ 
... 

Gross proftt after interest but 
before depreciation & taxation 

7,949.4 

8,327.7 

209.871 

■ .j 

Depreciation 

1,178.7 

1.436.2 

36.195 

: ''' \ 

Profit before tax 

6,770.7 

6,891.5 

173.677 


Provision for taxation 

2,365.0 

2,250.0 

56.704 


Net Profit 

4,405.7 

4,641.5 

116J973 


Profit after prior period adjustments 

4,399.6 

4,625.8 

116.578 

• •,/ 

Paid up equity share capital 

795.9 

1,193.9 

30.088 

■' ./ 

Reserves (excluding revaluation reserves) 

16,811.1 

19,988.3 

503.737 


Earnings per share (FUl/US$) 

38.85 * 

38.75 

0.976 


Cash Earnings per share (Rs. / USS) 

46.72 * 

50.77 

1.280 

• 

* Adjusted to reflect bonus shares issued in the ratio of 12 during 1997-98. 

Note: 1. The above results have been taken on record in a meeting of Board of Dhectore held 

j. . 

on Wednesday, 13th May, 1998. 
2. Dividend recommended 80% 





3. The Bonus Shares allotted on 20th October, 1997 in the proportion of 15 have raised 

me Paid up Equity Share Capital to Rs. 1,193,908,140 as at 31st March, 1998. 

4. The total two and three wheeler production and sale during the year ended 

March 31, 1998 was 1,354,482 and 1,333,798 respectively. The corresponding figures 
for the year ended March 31, 1997 were 1 ,439,174 and 1 ,422,849. 

5. Income from Operations includes Rs. 156.9 million as export Incentives being the 
benefit under D.E.PJB Scheme introduced by the Government this year. 

6. The conversion rate tor currency has been taken as US$ 1 =Rs. 39.68. 


MUMBAI, INDIA 

DATE : 13TH MAY, 1996. 


BY ORDER OF1HE BOARD OP DIRECTORS 

FOR BAJAJ AUTO LIMUED 


RAHUL BAJAJ 
CHAIRMAN & MANAGING DIRECTOR 
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COMPANIES & FINANCE: CHRYSLER/DAIMLER-BENZ MERGER 


Four months of fortune that favoured the brave 

' 5 ^ 

The Daimler-Benz and Chrysler deal appeared last week like a bolt from the blue, but Haig Simonian reports on the industry 

background, the secret meetings and chemistry between the two chairmen 



r 




i 


b 



B y the time Jflrgen 
Schrempp and Bob 
Eaton entered the 
lobby between the landmark 
twin towers of Deutsche 
Bank in Frankfurt early on 
May 6, they came not as sup- 
plicants to Germany's tem- 
ple of high finance, but cor- 
porate leaders knowing they 
were about to make busin g 
history. 

Where chairmen of 
Daimler-Benz, Germany's 
biggest industrial group, 
may once have felt uneasy 
on the way to the offices of 
Hiftnar Kopper. the bank’s 
former boss and head of 
Daimler’s supervisory board, 
Mr Schrempp felt only 
elation. 

Far Mr Eaton, a stranger 
to Germany’s financial 
powerhouse (in spite of 
nearly four years running 
General Motors in Europe 
before moving to Chrysler in 
March 1992 and becoming 
chairman the following .Tan, 
uary), the atmosphere was 
no less electric. They were 
about to reassure Mr Kopper 
that the world's biggest 
industrial merger, engi- 
neered secretly over the past 
four months, was oiled and 
ready. 

In the past, visits to Daim- 
ler's supervisory board 
chairman - a post always 
held by Deutsche Bank - 
were not always so amicable. 
Although the bank's stake In 
Daimler had slipped from 28 
per cent to 21.7 per cent in 
recent years. Deutsche Rank 
still followed its biggest sin- 
gle investment intently, 
even being instrumental tn 
appointing - and ejecting - 
Daimler p-hairmp^. 

There was no such risk 
this tune. Mr Schrempp had 
kept Mr Kopper informed as 
his secret miUting s with Mr 
Eaton In Geneva, London 
and New York had unfolded 
since January. The previous 
day. the bank’s board had 
approved the deal. Visiting 
Mr Kopper was a formality. 

Mr Eaton had been simi- 
larly diligent with Kirk Ker- 
korian. Cbry filer’s biggest 
single shareholder. Although 
the two had clashed in 
1996-96, when the Armenian 
had crowned his campaig n 
for greater shareholder value 
at Chrysler with a takeover 
bid, the two were now on 
better terms. Mr Eaton had 
met the reclusive Las Vegas- 
based dealmaker regularly 
and briefed him often on the 
phone. “We had breakfast, 
lunch and dinner together," 
Mr Eaton said. Perhaps sens- 
ing the massive premium his 
shares would gain - In fact 
he became more than SSOGm 
richer overnight —Mr Kerko- 
rian bad been enthusiastic. 
The deal seemed in The bag. 

Neither shareholder was 
going to block what seemed 
the ideal motor Industry 
m a t ch - Chrysler and Daimler 
were a perfect fit Geographi- 
cally, their core activities 
were in different areas: 
Chrysler was dominant in 
the US, while Daimler’s 
strongholds were Europe 
and South America. 

TTie two were . equally 
suited in products. Most of 
Chrysler’s output comprised 
sports utilities and multi- 
purpose “minivans”. 
Although it was still the 
smallest of Detroit's “Big 
Three" carmakers, Chrys- 
ler*s focus on such high- 
margin vehicles had allowed 
It to report profits which, at 
best, had been more than 
those of GM and Ford, its 
bigger rivals, combined. 

Daimler, by contrast, was 
a byword for luxury limou- 
sines. It also raaflp vans and 
trucks - which Chrysler had 
long dropped - and had 
made forays into smaller 
cars and other industries, 
notably aerospace. 

With such symmetry, the 
two companies could avoid 
the managemen t and labour 
pitfalls that had thwarted 
other big automotive merg- 
ers, such as that proposed 
between Volvo and Renault 
to the 1960s, Chrysler itself - 
under its then-chairman, Lee 
lacocca - saw its attempted 
merger with Italy's Fiat 
founder on manag ement con- 
trol Issues. 

Mr Schrempp and Mr 
Eaton could not afford to 
fail. Both knew their indus- 
try was poised for massive 
change and both wanted to 
take a lead- Capacity was ris- 
ing relentlessly and Da imle r 
realised even hugely profit- 
able niches such as luxury 
care would be squeezed as 
volume brands went 
upmarket. And Chrysler 
understood that not even its 
strength In the US - the 
world's biggest car market - 
provided the infrastructure 
tmrf management depth tor it 
to become truly global- 
Mr Salon had set a tar get 
of 20 per cent sales growth a 
year. With the US saturated, 
such ambitions could only 
be fulfilled abroad, He knew 


Chrysler could not crack it 
alone. "We knew we had 
plenty of money. Bat we 
were less confident about 
infrastructure and depth of 
management," he says. 

That left three options: 
regional joint ventures, a 
merger, or an acquisition. 

"All that was going 
through our minds in the 
latter part of 1907. In the 
lead-up to Christmas, I 
became convinced it should 
happen relatively quickly. It 
was time to crank it up," he 
says. . . 

Mr Schrempp was think- 
ing along aim nar lines. With 
competition in luxury cars 
rising, Daimler had to diver- 
sify its range to grow. The 
decision in the early 1990s to 
develop a radically rtpgjg np fl 
and much cheaper small car 
- the A Class - was only a 
halfway house, limited by 
annual output of 270,000. If 
Daimler, which built 715,000 
cars last year, wanted to 


the new company; Chrysler's 
would take 43 per cent. 
Although that would con- 
firm the deal as a takeover 
by the Germans, Mr Eaton 
would subsequently stress 
that, in terms of ownership. 
44 per cent of the shares 
would be held in the US, and 
only 37 per cent in Germany. 

With so much settled, the 
two moved on to other 
issues when they met in 
New York on April 21. These 
included how often and 
where the merged compa- 
ny’s three boards should 
meet, and the relationships 
between them. 


Iven the brisk prog- 
ress, it was agreed 
the merger would be 
announced in London on 
Thursday May 7. That left 
ample time to arrange the 
special board and supervi- 
sory board meetings to 
approve the plan formally. 

On April 19, Mr Schrempp 



Co-AtwrK “t feared he might think roe crazy,” said JOrgen Schrempp flaflj, of Ms loBM masting fct Detroit vrith Bob Eaton when the merger was first proposed. "In tact he just stmtocT 


attack the mass market in 
earnest it needed a second 
brand. . 

Both Mr Eaton and Mr 
Schrempp had talked to 
other carmakers. Neither 
chairman cares to identify 
who they talked to, but grad- 
ually, Daimler's list was 
whittled down. By last win- 
ter, 'It looked increasingly 
like Chrysler", says Mr 
Schrempp. 

The Germans had pre- 
pared their ground. In late 
1998. Mr Schrempp had 
streamlined Daimler’s struc- 


“I was not surprised at 
all" says Mr. Eaton. He 
asked for time to think 
things over. A week later, he 
called Mf Schrempp to sug- 
gest they think further. 

On February 11, the two 
met at the President Wilson, 
a hotel by the lake in 
Geneva. This time, each 
brought a dose adviser. Mr 
Schrempp chose Eckhard 
Cordes. Daimler’s board 
member for strategy; Mr 
Eaton opted for Gary Valade, 
Chrysler chief offi- 

cer. The meeting lasted less 


With such symmetry, the two 
companies could avoid the 
management and labour pitfalls that 
had thwarted other big automotive 
mergers, such as that proposed 
between Volvo and Renault 


ture by eliminating Merced- 
es-Benz, the vehicles subsid- 
iary. which had operated at 
arm’s length from the parent 
company with its own, 
largely autonomous, board. 

The restructuring had 
been bloody: both Mr 
Schrempp and Helmut Wer- 
ner. Mercedes chairman, 
exchanged inn uendo and 
insults in the media. In the 
end, MI- Schrempp won: Mr 
Werner left, and Daimler’s 
vehicles g«na under the for- 
mer's wing. “I had to have a 
single structure. It was the 
only way we could have 
done a deal." 

Against this background, 
Mr Eaton's responsiveness to 

Mr Schrempp's initial visit 
on January 12 to Chry sler’s 
new headquarters in Auburn 
Hills, a northern Detroit sub- 
urb. was not surp ri sing: 

Mr Schrempp had been in 
town for the Detroit .motor 
show the previous week, 
staying on to speak at a con- 
ference - and to see Mr. 
Eaton. The meeting lasted 
less than 20. minutes, but 
that was long enough for Mr 
Schrempp to say hto piece. “I 
feared he might .think, me 
crazy. In fact he Just 
ami l ed." Mr Schrempp says. 


than two hours, but the 
chemistry and substance 
convinced everyone talks 
should be pursued. 

Some of the participants 
already knew each other 
rather well. For almost eight 
months in 1095-96, managers 
from. Mercedes and Chrysler 
bad met to consider cooper- 
ating. The talks had never 
hari a fawi target — they had 
been held to examine broad 
areas, such as exchanging 
parts, pooling engines or, 
one day,, developing joint 
platforms, the basic engi- 
neering structure far cars. 
These meetings helped to 
accelerate “Project Gamma” 
- the codename given to the 
new negotiations. 


M 


r Schrempp and 
Mr Eaton already 
had a strong rap- 
port. “The -chemistry was 
right from the start,” says 
mw> of the investment bank- - 
era closely involved. “That 
made a huge difference.” 

The 199&-96. discussions set 
ground- rules for the new 
talks. First, it was dear joint 
ventures -were unsatisfac- 
tory: this deal had to be an 
or iKrflnng.' Second, the par- 
ticipants understood that 


negotiations had to be 
restricted' to a very small 
group. Although the project 
would later include dozens 
of specialist advisers, the 
core group from the two car- 
makers never exceeded 25 
each. 

By the next Schrempp- 
Eaton meeting in Switzer- 
land on March 2, just before 
the Geneva motor show, 
Project Gamma had gained 
m o men t um Mr Valade and 
Mr Cordes were talking reg- 
ularly by phone. 

Geneva is a Mecca for the 
motor industry. But for Mr 
Eaton and Mr Schrempp to 
meet there and then was 
potential lunacy. The city 
would be crawling with jour- 
nalists and other car compa- 
nies. The Chrysler and 
Daimler teams chose the 
lakeside city of Lausanne, 
about 40 minutes away by 
car. 

After the meeting, the 
quartet of Ur Eaton, Mr 
Schrempp, Mr Cordes and 
Mr Valade ventured down to 
.lunch. It was a risk. Had 
they been recognised, the 
game would have been up. 
Fortunately, the restaurant 
was empty and the meal 
went unobserved. 

At their first meeting in 
January, Mr Eaton and Mr 
SchremPP had already indi- 
cated they would not let 
leadership of the merged 
group block a deal. In Lau- 
sanne, they agreed to be 
joint chairmen and chief 
executives of the merged 
company. After three years, 
Mr Eaton, five years Mr 
Schrempp's elder at 58. 
would step down, leaving 
him in charge. 

With the leadership set- 
tled, Project Gamma took 
flight. Slowly, the circle of 
participants widened to 
include lawyers, investment 
bankers and accountants. 
Cleveland, rtw codename for 
Chrysler, turned to CSFB, 
where Steve Koch and Dick 
Bott were senior advisers. 

TtaSmiw i-qtipft in Goldman 

Sachs, which had advised 
Daimler on listing on the 
New York Stock Exchange 

in 1993. Mr Schrempp’s con- 
tacts went right to Jon 
Corzina. Goldman’s . chair- 
man and chief executive. 
Bankers say Mr Carztne's 


role was crucial. 

Alongside the two invest- 
ment banks there would 
eventually be a Who’s Who 
of top legal firms: Skadden 
Arps and Sherman Sterling 
would work for Daimler; 
Chrysler would use Debe- 
voise & Plimpton and Bruck- 
haus Westriek, a German 
group. Lawyers from Cleary, 
Gottlieb would later join for 
the legal side of the valua- 
tions. The accountants were 
equally prestigious. Daimler 
used KPMG and Ernst & 
Young, while Chrysler used 
Deloftte Touche. 

Such names and numbers 
reflected the scope of the 
deal. Apart from its $92bn 
size, the merger involved 
complex and hitherto 
untested legal and account- 
ing issues. 


A. 


key conundrum was 
the new group’s legal 
structure. Daimler 
was a German AktiengeseOs - 
ciiaft, or joint stock com- 
pany, inco r porat ed in Stutt- 
gart. Chrysler, meanwhile, 
was incorporated in Dela- 
ware and operated under US 
law. Which structure should 
Newco, as the new entity 
was called in Iegalese, 
assume? 

The issue involved pride 
and substance. Chrysler, 
founded in 1325, remained a 
cornerstone of US industrial 
history and a pillar of 
Detroit 

“Incorporation was sym- 
bolic," says Mr Eaton. “The 
perception would be impor- 
tant that we were no longer 
an official company head- 
quartered in the US." 

However, unlike the emo- 
tional issue of Newco's even- 
tual name - which would 
almost scupper the deal at 
the Uth hour - incorpora- 
tion was treated as a techni- 
cal matter. “We were going 
to let the facts tell us how 
that worked out,” says Mr 
Eaton. 

The facts pointed to a Ger- 
man Aktiengesellschafl. 
Daimler could not function 
under US law, and plans to 
Incorporate somewhere neu- 
tral, such as the Nether- 
lands. foundered on taxa- 
tion. So an AG it was, with 
all its implications of a two- 
tier board, with a manage- 


ment board chaired by Mr 
Eaton and Mr Schrempp and 
a supervisory board of com- 
pos! tkm to be determined. 

Harder still for Chrysler to 
swallow was the fact that 
under German law, the 
supervisory board would 
Include workers' representa- 
tives. 

“That was a real mindben- 
der if you think of the his- 
tory of relations between 
Detroit and the United Auto 
Workers union,” says one 
participant 

Partly to alleviate the 
Americans' unease, it was 
agreed Newco should have a 
third board to represent 
shareholders. 

With the legal foundations 
largely completed and the 
experts beavering away on 
technical issues, Mr 
Schrempp and Mr Eaton 
could focus elsewhere at 
their next meeting in Lon- 
don on April 9. 

The crucial question was 
the premium in a deal under 
which Daimler and Chrysler 
would merge via a share 
swap. The meeting started at 
4pm- By 11pm “we had an 
agreement”, says Mr 
Schrempp. 

Setting the premium 
allowed the next decisive 
session, held on April IS, to 


had convened a Daimler 
board meeting to tell col- 
leagues wbat be had been 
doing far three months. To 
avoid local speculation, the 
meeting was held on a Sun- 
day. Although Jttrgen Hub- 
bert and Dieter Zetsche, 
Daimler’s key board mem- 
bers for cars, had already 
been informed, Mr Cordes 
was about the only other 
board member to know. 

Mr Schrempp now had to 
tell the rest, as although 
everyone’s job was secure, 
only a few would sit on the 
“chairman's integration 
council” central to the new 
group. 

Gary Valade, Chrysler 
chief financial officer, for 
example, would take charge 
of joint purchasing. With a 
massive combined budget, 
that would be crucial consid- 
ering the savings to be 
extracted from suppliers 
through economies of scale. 
Later, the two companies 
would say they expected 
total savings, including 
other synergies, cf at least 
tl.4bn in the first year and 
$3bn within three to five 
years. Both chairmen have 
cafipri these estimates “con- 
servative". 

Mr Cordes would be in 
charge of strategy on the 


The two had press reactions for every 
eventuality. A loose rumour would be 
met by a joint ‘no comment 1 ; 
something stronger would provoke a 
‘we are in talks with a number of 
potential parties’ statement 


go remarkably smoothly. It 
was unusual In that Mr 
Schrempp and Mr Eaton 
wore absent, “Bob »r»* I had 
done the job,” says the 
German executive. 

The investment bankers, 
lawyers and accountants 
used the premium already 
established to calculate the 
share exchange ratio, based 
an the two companies’ stock 
prices. 

Daimler’s shareholders 
would have 57 per cent of 


integration council, while Mr 
Bubbert would represent the 
Mercedes car brand. Perhaps 
most significant, Tom Staffic- 
amp, the procurement wiz- 
ard. who had been instru- 
mental in making Chrysler 
so profitable through out- 
sourcing and working 
closely with suppliers, was 
given the task of integrating 
the two com p anies, as well 
supervising Chrysler’s cars 
and tight trucks. 

The focus then shifted to 


the next round of meetings 
in London over almost three 
days from April 27. 

Mr Hubbert, Mr Zetsche 
and Mr Cordes for Daimler, 
and Mr Valade and Mr 
StflJlkamp from Chrysler, 
were joined by Jim Donlan. 
Chrysler's controller, and 
Tom Gale. The latter was 
Chrysler's former chief 
designer, who was now 
responsible for human 
resources and external rela- 
tions as well as design. Their 
task was to refine a detailed 
business plan and look at 
potential synergies. “We 
gave them free rein,” says 
Mr Schrempp. 

With the process nearing 
its conclusion, less senior 
joint committees sprouted 
up. Hie increased numbers 
heightened the risk of dis- 
covery just as the transac- 
tion looked in the bag. Mr 
Eaton and Mr Schrempp 
were aware of the dangers - 
a leak would almost cer- 
tainly kill the deal. Once 
Wall Street's arbitrageurs 
got wind of the plans, they 
would yank up Chrysler's 
share price so high that the 
transaction would no longer 
be viable. 

That led to elaborate con- 
tingency plans and inordi- 
nate secrecy. One Daimler 
man recalls taking Concorde 
to New York with Keith 
Hayes. Goldman's London- 
baaed car analyst On board, 
they bumped into the top 
Mercedes engine man. None 
of them could disclose the 
reasons for their trip. Under 
the “cell" strategy, no one 
outside his immediate group 
knew who else was in on the 
deal. Alter some minimal 
pleasantries, each man hur- 
ried out of immigration, hop- 
ing not to bump into his col- 
league again. 

The plans in case of a leak 
were similarly elaborate. 
The two companies had 
press reactions for every 
eventuality. A loose rumour 
would be met by a joint "no 
comment”. In the case of 
something stronger, the 
companies would come out 
with “we are in talks with a 
number of potential parties” 
statement. Only to the case 
of a detailed leak would they 
admit to bilateral talks. But 
even then;- they would pro- 
vide no details. 

By May 4, Mr Eaton and 
Mr Schrempp had virtually 
finished their marathon. The 
remaining legal niceties, and 
preparatory work such as 
dummy press interviews, 
took their time. But no one 
expected the snag that 
emerged at the “wrap-up 
meeting" at New York's 
Four Seasons Hotel. 

"Everything was going 
fine, and then the name 
came up." says one partici- 
pant. The Germans were 
adamant the title should 
reflect DaimJer-Benz's his- 
tory, and the fact that their 
company was the bigger part 
of the merger. They pushed 
for Daimler-Benz-Chrysler. 
Apart from being a mouth- 
ful. Mr Eaton was equally 
determined to have his com- 
pany at the front Chrysler- 
Daimler-Benz, was his sug- 
gestion. 

While the latter was 
"unacceptable" to Daimler, 
recalls Mr Eaton, the former 
was "totally unacceptable to 
us. There was a stand-off. 
Neither side would budge". 

to the end. comm onse rise 
prevailed. DaimlerChrysler 
was the solution. Mr Lutz 
and Mr Stallkamp decided 
the name was “really 
classy". 

Mr Schrempp was sad to 
drop Benz and says “some 
local papers accused me of 
betrayal". However, the 
Benz name would live on. as 
the products would continue 
to be called Mercedes-Benz. 

On the Tuesday, the deal 
was approved by Deutsche 
Bank’s board, and on 
Wednesday, Mr Eaton and 
Mr Schrempp paid their 
a 30am call on Mr Kopper. 
Mr Hubbert and Mr Zetsche 
were already present “They 
bad smiles a mile wide. They 
were really, really happy," 
recalls Mr Eaton. 

After Frankfurt, the show 
got on the road- The chair- 
men flew to the Dorchester 
Hotel in Londoa where the 
deal was tied up and signed 
that night. The following 
day at lpm came a press con- 
ference in the London 
Arena, followed by meetings 
with investors in Frankfurt 
and in New York an Friday 
night. 

While Mr Schrempp 
returned to Germany, a tired 
Mr Eaton talked for the first 
time to the Detroit press at 
Chrysler's headquarters. The 
deal was done. All everyone 
really wanted to know now 
was; Who’s next? 

Additional reporting by 

Graham Bowley and Andrew 
Fisher in Frankfurt and 
Virginia Marsh to London. 
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SWITZERLAND' GOVERNMENT GIVES FIN AL GO-AHEAD FOR TEL ECOM S IPO : 

Swisscom sale may net more than SFrSbn 


By Wffiam HaS 
ta Zurich 


The Swiss government is 
expected to raise more than 
SFrSbn ($3.4bn) from the sale 
of up to 49 per cent of 
Swisscom, the state-owned 
telecommunications com- 
pany, whose shares will be 
sold In an initial public offer- 
ing later this year. 

The government yesterday 
gave the final gonhead for 
the offering, which is expec- 
ted In the final quarter. 

Switzerland has few state- 


owned industries and the 
sale of Swisscom, which has 
20.000 employees and reve- 
nues of about SFriObn a 
year, will easily be the coun- 
try's biggest privatisation. 

If successful, the issue 
could prompt the sale of 
other assets, such as Zurich 
airport and regional electric- 
ity companies. 

Switzerland is the seventh 
biggest market in toms of 
international telecoms traf- 
fic and Swisscom is one of 
the world's most efficient 
operators in terms of hues 


per employee. It also has one 
of the world’s most modem 
digitalised networks and Is a 
leader in mobile technology. 

The Swiss telecoms mar- 
ket has been growing at 
about 3 per cent a year and 
analysts expect its long-term 
growth rate to more than 
double- 

Although Switzerland is 

not a member of the Euro- 
pean Union, it has been 
shadowing the EITs time- 
table for telecoms deregu- 
lation. 

Two Swiss consortia. 


backed by international 
carriers such as British Tele- 
communications and SBC, 
the US operator, are building 
their own fixed-line Swiss 
networks to challenge Swis- 
scom's monopoly, and the 
Swiss government has 
recently issued two new 

mobile licences. 

The increased competition 
means Swisscom's prices are 
likely to fall and it is expec- 
ted to lose mime than 15 per 
cent of its market share over 
the next five years. 

To offset this. Swisscom 


has been expanding into the 
neighbouring countries of 
Germany, France and 
Austria. Next week it is 
expected to take a substan- 
tial stake in a new Austrian 
telecoms company and is 
poised to move into northern 
Italy. 

Swisscom will be one of 
the most important telecoms 
issues this year. SBC War- 
burg Dillon Read and 
J.P. Morgan have been hired 
as Joint global coordinators, 
while Goldman Sachs is 
advising the go ve r nm ent 


and ABN Amro Rothschild is 
advising the company. 

The Swiss government's 
decision to press ghg|< l with 
the sale means Swisscom 
can start marketing itself to 
the interxtatiaaal investment 
community. 

Next month ft will publish 
its 1897 results and analysts 
will be given the first chance 
to judge the performance of 
Swisscom’s new manage- 
ment team headed by Tony 
Reis, a former senior execu- 
tive at International Busi- 
ness Machines. 


Nedcor 
in talks 
over 
alliance 

By Victor MaBet 


Nedcor. the South African 
banking group. Is negotia- 
ting a possible alliance 
between its investment bank 
and a foreign investment 
bank to raise its profile in 
world markets. 

Richard Laubscher, chief 
executive, said yesterday: 
“We are having a trial 
honeymoon with an interna- 
tional partner. We’re court- 
ing." 

He said Nedcor Investment 
Bank was doing well - its 
profits rose SZ per cent to 
RI88m ($37m) in the six 
months to March - but 
would benefit from the dis- 
tribution and research capa- 
bilities of an international 


Barrick Gold agrees 
African joint ventures 


By Victor Mafiet 

h Jabmmtm§ 


Anglo American of South 
Africa and its subsidiary 
Anglogold will take a SO per 
cent stake in the African 
exploration interests of Can- 
ada’s Barrick Gold and man- 
age than in a sales of joint 
ventures. 

Although the de al is rela- 
tively small in financial 
terms — the Anglo compa- 
nies will buy their stakes by 
spending up to $15. 6m on 
exploration in Mali, Senegal, 
the Democratic Republic of 
Congo and Niger - it brings 
together two of the largest 
gold mining- companies 
in the world in a formal alli- 
ance. 

Anglogold exec u tives said 
they would contemplate fur- 
ther such deals as their com- 


pany expanded outside 
South Africa. 

finmniaBtirig nm th» Bar- 
rick alliance. Ian CockeriH, 
Anglogold executive officer 
in charge of business devel- 
opment said: "If there were 
ways of doing business In 
the future between the two 
companies, we wouldn't be 
frightened of exploring 
that" 

Both sides have been put 
under pressure by the low 
gold price. Barrick Is anx- 
ious to focus on Its existing 
US operations, while Anglo 
believes it can help the jamt 
ventures with its African 
expertise from its base in 
Johannesburg. 

“It's terribly time-consum- 
ing dealing in these different 
countries," said the chief 
executive of a rival South 
African gold mining com- 


pany. “I would think that 
Barrick was quite keen to 
poll back its horns.” 

Anglogold will manage the 
six properties in Congo, Mali 
and Senegal, while Anglo 
American will manage the 
Niger p roperty because It is 
a more marginal prospect 
that does not fit in with 

Anglogold’s amhitinns as a 

tin! fling company for high- 
quality mines. 

“With Barrick as a part- 
ner. we are convinced that 
we can turn to account the 
mineral wealth of Africa," 
said Bobby find sell, Anglo- 
gold chief exec u t iv e. “We are 
an African company with 80 
years of experience an this 
continent »nH iwtami playing 
a role in its renaissance." 

The Anglo companies «nd 
Barrick will hold equal 
shares of 40, 425 or 45 per 



Bobby Godsefc intends playing rote in Attica's renaissance 


cent in each of the explore- west Mali and in Senegal, 
tion properties, with the the stakes will be reduced to 
respect i ve governments own- 2&33 per cent if Tamgnid of 
ing the remainder. In the Canada exercises its partid- 
case of the operations In potion rights. 


partner in a marketplace 
where big merged banks 
held sway. 

“This is a global business 
now. If you saw those giants, 
you’ve really got to question 
our ability to hit against 
them internationally,” he 
said. 

About 70 foreign banks 
have opened offices in South 
Africa in recent years and 
have taken corporate and 
cross-border business from 
their South African rivals. 

Mr Laubscher said Nedcor 
was negotiating a separate 
affiance with a US non-bank 
financial service provider in 
the retail sector, with a view 
to launching a high-technol- 
ogy consumer finance and 
direct hanking business. 

Nedcoris first-half results 
reflected the buoyancy of 
South Africa's financial ser- 
vices sector. Net profit rose 
28 per cent to R736m, in spite 
of a 42 per cent rise in provi- 
sions to R266m from R187m. 

The shares closed up R2.60 
at R14L 


Coopers-PW merger hits snag 


By Jin KM*. 

Accountancy Correspondent 


Senior executives at Coopers 
ft Lybrand International 
have flown to Spain to try to 
patch up a dispute between 
their partners and those at 
Price Waterhouse ahead of 
their planned global merger 
on July L 

Both firms insisted yester- 
day the situation in Spain 
was caused by “local difficul- 
ties” and their worldwide 
merger was on schedule, 
with final regulatory 
approval expected from the 
European Commission 
within two weeks. 

Competitors among the 
“Big Six” firms are, how- 
ever, understood to be 
talking to Coopers in Spain, 
and in other European coun- 
tries. in the hope of persuad- 


ing the firm to ditch h»* 
merger and find a new 
global network. 

The merger is also 
unlikely to go ahead as 
planned In Sweden, where 
Coopers is again being 
courted by other members of 
the Big Six - Including 
Arthur Andersen — althoug h 
both firms are still trying to 
ffipffhwip a local merger. 

Neither Spain nor Sweden 
are crucial to the su ccess of 
the global merger, and in 
both cases onu of the fir i n g 
could simply act as the local 
representative of what will 
be the world’s biggest profes- 
sional services organ Hintinn 

In Spain, PW has 988 staff 
and 52 partners and Coopers, 
911 staff and 46 partners, fa 
Sweden, Coopers has 1,600 
staff in 90 offices while PW 
has 254 staff in Six offices. 


Reports that the merger is 
in trouble in Italy, the 
Netherlands, Germany and 
Latin America were dis- 
missed by both firms. The 
Chilean practice (rf Coopers 
has already decided to defect 
to Arthur Anderaen. 

“Both firms in Spain are in 
favour erf the merger, having 
voted in favour of the local 
and global mergers in 
November 1997. But at the 
moment there are some dif- 
ferences over the manage- 
ment structure and gover- 
nance of the new firm,” 
Coopera said. 

It is understood the dis- 
pute in Spain has res ulted in 
thp negotiating board of four 
partners holding only four 
meetings since the merger 
was announced eight 
months ago. 

Partners have been unable 


to agree plans for allocation 
of senior jobs and the service 
lin e s flier should control. 

Coopers' partners have 
complained that PW wants 
to control up to 80 per cent 
of the business - largely 
audit and consulting 
services. 

There is also disagreement 
about the composition of the 
board and the number of 
votes needed to secure a 
strategic decision. 

People dose to PW, how- 
ever, suggested Coopers’ 
problems stemmed from the 
amount of income they 
would receive under plans 
devised to give all partners a 
“shared economic interest” 
in the new organisation. 
They suggest the Spanish 
arm has performed badly, 
compared with others in 
Coopers' European network. 


Deutsche 
Bank up 
to second 
in forex 
rankings 

By Stam Kuper •: 



THE SOUTH AFRICAN BREWERIES LIMITED 


(inoaoMnaad In tfw RapiMeof Souft AHea) 
RagtatraNan Na 6Wi 602500 


ABRIDGED PRELIMINARY REPORT 

for the year ended 31 March 1998 


Headline Earnings 
15% increase to R2.3 Wilton 

Dividends per share 
Also up 15% 

Value added 

Reaches R15 billion in cash terms 

Headline earnings per share 
10% improvement 

Cash flow from operations 
23% ahead at R3.8 billion 

Core beverage interests 
Profits rise 20% 

Prospects 

SAB is anticipating a gradually Improving economic outlook with the pace of 
growth increasing in the second half of the financial year. 

Against this background, the Group is budgeting for further real growth in 
earnings and dividends for the forthcoming financial year as a whole. 


CAPITALISATION SHARE AWARD AND FINAL DIVIDEND 
The Board has declared a final dvktond of 257 cents per ordinary share, on account of the year ended 
31 March 1998, The dividend wffl be pad only to those shareholders registered on 29 May 1998 (The 
record dale 1 } who elect, by 12:00 on 26 June 1998, to receive the cash dvidend as an atomative to 
the automatic capitalisation award to shareholders. However; if a cash dhridend is elected, a further 
election may be made simultaneously to subserbe for new orefinary shares. The date of payment of 
the dividend, posting of capitalisation award shares and feting of the new ordinary shares wil be 
on or about 1 July 1998. Circulars wiK be mated to shareholders on or about 2 June 1998. 

2 Jan Smuts Avenue Johannesburg 2001 Republic of South Africa 

cqofes or me PtoSrmvky Report nhfcft coflmii pMfeAs at me Andend end cspfefea&n share arant 
"*<» POtiwf hngMmedShenhMmsendoan be ubtakmJ f mtu lha London SmaOmiaa, 

JCt (London) United, 6 $? Jones'S Place, London SWl A HVR 
TTwb b rvattec Mibevtm^fnfxOeHitltmMafTwfmtht&tfHwwMliJMJ* 


Notice of Full Redemption 

Fleet Financial Group, Inc. 

U-S. $100,000,000 

Floating Rate Subordinated Capital 
Notes due 1998 
Common Code: 4M2678 

NOTICE IS HEREBY GIVEN, ptnuanc ro tbe Rscal Ascocy Agreement 
dated » cl 19th June, 1986 b e twe e n Fleer Financial Group. Inc. (the 
"Company") and Bankets That Company, as Focal and Paying Afimt 
("BTC") relating ro the Company^ Roaring Rare Subordinated Capital 
Nora due June 1998 (che T'iora’'). that die' Company has elected ro 
exoriseits option » redeem all the outstanding Nora oo 19th June, 1998 
(the “Rede mp t io n Date') at the redemption price c ( 100% of the 
principal a mcsmt thereof, together with accrued interest from 30th 
March, 1998 to the Redemption Date ta the oanouaf US. $130.22 for 
each U-S- S1CL000 principal amount (the “Redemption Price'). 

Payment of the Redemption Price, which will aggregate U.S. $10,130-22 
for each U-S- $10,000 principal amount of N ora, will be mode on 
and alter the Redemption Date UPON PRESENTATION AND 
SURRENDER of the Notes (together with all appurtenant coupons 
maturing 19th June, 1998 in the care of Bearer Notes) at an ap propr ia te 
office of one of the paying again lined below 
Oo and after the Redemption Date, the Redemption Price will become 
due and payable upon each Note and interest thereon dull owe to 
accrue. The Note* will no longer be outstanding after the Redemption 
Dare. 

If my Bearer Note stxnendered far redemption is not accompanied by all 
mm xen an t coupo ns maturing 19th June, 1998, the amount of any such 
mJaatog coupon* will be dethtoed from the Redemption ftice otherwise 
payable. No payneat wuh respect to any Berner Note will be made at the 
corporate trust office of the Fiscal and Paytng Agent or any ot h er pa y in g 
agency maintained by the Company in the United States or by check 
mailed to an adirai in the lAured States or by nsns&r to an account m 
die Uni ted Sores. 

Paying Agents. The paying agents to which Bearer Notes and Registered 
Notes should be s ur re nder ed fix r edemp t i o n are listed Wow. Any 
question with iwpect to thepraoeduns for redemption shoo Id be directed 
to an appropriate agent. 

Bearer and Re gi stered Notes: 

Rmulnmwm Qynpany IfkltMie LuXCfl^XlUfg 


Four Albany Street 

New YoA, NY 10015 
United States 

&*« Bank Corporation 
1 Aeschenvontadr 
OMOTCBadc 
Switzerland 


39 AUee Scheffer 
U2520 Luxembourg 
Luxembourg 

Benquedu Benelux, $A. 
Rue dei Colonies 40 
B-HX0 Breads 

Bel gium 


Bankas Trait Company 
Corporate Trust and Agency Group 
1 Appoid Street 


London EQA2HE 

WithhoUiogof 31% of gross proceeds of any redemption payment made 
on Registered Notes nay be required by die Interest and Dividend Tax 
Compliance Act of 1983 unk» the paying agent has Ac correct taxpayer 
aJcmrfkarior number (social security or employer idenriffearloc 
number) of or aa exemption certificate from the payee. Registered Notes 
surrmderadfar pay men t fto uM be a n co mp a ni ed by a properly c o ny lead 
fijna W-9 or exemption certificate or equivalent. 

Fleet Financial Group, Inc. 


Bankers Trust 
Company, London 
14th May, 1998 


Principal Paying Agent 


Deutsche Bank sew its 
heavy investment in foreign 
exchange pay off aa it rose to 
second place in the annual 
Euromoney survey of foreign 
exchange banks, published 
yesterday. 

Citibank • topped the 
closely watched survey for 
the 20th time in a row, with 
an estimated &54 per cent 
share of the foreign 
exchange market But the 
rankings will bring more joy 
at Deutsche, which has risen 
from ninth in 1996 and 
fourth last year. The bank 
now has an estimated 5.57 
per cent market share 

Deutsche has opened for- 
eign exchange branches 
around the world and lured 
staff from other banim in the 
past three years. • 

Its currency operations, 
never prominent previously, 
have gained status within 
the bank as its drive into 
investment banking has fal- 
tered in other spheres. This 
year, Deutsche began a 
global restructuring involv- 
ing 9,000 job cuts and plans 
to focus more an Europe. 

Hal Herron, the bank's 
global head of foreign 
exchange, said currencies 
now provided a larger share 
of Deutsche’s revenues than 
it had In the past However, 
he added that the bank’s 
expansion ' in foreign 
exchange was largely 
completed. 

Chase Manhattan came 
third in the poll, up from 
fifth, while Goldman Sachs 
rose from eighth to fourth 
place and HSBC from ninth 
to fifth. 

Among the biggest Callers 
were two UK banks - Nat- 
West, down from second to 
ninth, and Barclays Capital, 
down 10 places to 20th. Mer- 
rill Lynch, last year's sur- 
prise with a jump of 21 
places to third, slipped back 
to ni ghth place.. 

The table su gg es ts that the 
largest banks in foreign 
wndianga are pulling away 
from the others. Although 
the rankings have been vola- 
tile in previous years, the 
top nine banks in 1997 were 
all fa the top nfnp Hifa year. 

Mr Herron said middle-tier 
European hanks would con- 
tinue to suffer fa foreign 
exchange as the advent of 
the euro wiped out their 
domestic canaries. 

This year Euromoney also 
ranked hanks' by quality of 
service, as perceived by ch- 
eats. Here, too. Citibank. 
Deutsche Chase finished 
first . second and third 
respectively, but ABN Amro 
and Royal Bank of Canada 
did hatter than they did for 
market share, .coming fifth 




TRANSPORT 


Nedlloyd reduces losses 
despite turmoil in Asia 


Nedlloyd, foe Dutch transport group.r gg ^ 
loss to FI 30m ($1 5m) Tram R 45m. 

a R 10ni negathra Impart frtxnttveecora^UvnroBin 

Asia, fa a seasonally weak period for tt» shipping todusy.te 

P&O Nedlloyd container joint venture with Perinsuto and Ori- 
ental steam Navigation, of the UK, showed pre-tax losaeaaf 

$ 39 m,' from 458m In foe same period last year, when the two 
companies maged that operation. . 

TTio latest quarter was affected by an imbalance to Asian 
markets, with weak shipments and rate tarts in cargo destined 
tor region, white volumes in the cRher cflrection were so onp. 
P&O NedUoyd Is tacreastofl rates from Asia In the current _ 
quarter. “Further significant cost savings are being made, it 
added. Revenues at Necflioyd itself were 4 per cent Wgherat 

R385m. Its European road transport buslnass stowed fgw” 
volumes. Together with Dan Transport of Denmark and Italy's 
Salma Avandero, It Is to take a 41 per cent stake in Edouard 
Dubois & FIs, a French freight forwarder. Leo Bemdsen, 
chairman, told the annual meeting yesterday fast Necflloyd 
was looking for acquisitions in Germany. 

Gordon Cramb, Amsterdam 


INVESTMENT BANKING 


UBS executive joins GSFB 

Union Bank of Switzerland’s most senior executive in Ger- 
many bans defected to its Swiss-owned Investment barking 
rival. Credit Suisse First Boston. Gertiard Heinrich, 46, wffl be 
chairman of CSFB’s German operations with additional 
responsibility for Austria. 

The most senior executive to leave UBS in continental 
Europe since ft agreed to merge with Swiss Bank Corporation 
in December, Mr Heinrich will be a deputy chairman of CSFB 
Europe and a member of the bank’s European executive 
board. 

' At UBS. which he joined In 1993 from BHF-Sank, he had 
heeded German operations In investment banking, structured 
ftoance, private equity aid sales and trading. He helped to 
handle the initial public offerings for Merck and Adidas, and 
the employee stock ownership plan for Deutsche Telekom, 
day Harris, Banking Correspondent 


HEALTHCARE 


Novo Nordisk rises 55% 

IWquarter pre-tax profits at Novo Nordisk, the Danish 
healthcare and industrial enzymes group, rose 55 per cent to 
DKr882m ($ 1 30 m). This year's figure included net non-recur- 
ring Income of DKr200m. Excluding this, profits advanced 19 
per cent Turnover rose 15 per cent to DKr4.19bn 
, Net profits surged 59 per cent to DKrS82m, taking earnings 
per share - to DKr7.82 from DKi4£0 last year. The group main- 
tained ah earlier forecast that ftJl-year operating profits would 
increase by at least 15 percent, excluding one-off Items. 
Sales by the healthcare division, which indudes Insulin and 
other diabetes care products, rose 14 per cent to DKr3.05bn. 
Sales of Industrial enzymes Increased 16 par cent to 
DKr1.12bn. Income from licence fees rose about 27 per cent 
to DKr150m. Wary Barnes, Copenhagen 

RETAILING 

Super-Sol advances 49% 

Super-Sol, Israefs leading supermarket chain, yesterday 
reported a 49 per cent rise. In net income on an 8 per cent 
increase in sales for the first quarter, in spite of a sharp slow- 
down In economic growth. Net profit rose from Shk20m In the 
first quarter of last year to Shk31m ($8.4m), excluding one-off 
items. These included a net capital gam of Shk24.tm on the 
sale of Super-Sol's shares in Super Kozert, a Hungarian retail 
chain, earlier this year. It aba took a one-time charge of 
Shkl 6m against goodwill related to the acquisrtion of 
Shekem, the brad retailer. 

Sales rose from Shkl. 04bn to Shkl. 13bn aver the period, 
even though the Israeli economy grew only 1.9 per cent last 
yea- compared with 45 per cent in 1996. Private consump- 
tion grew 3.3 per cent compared with 52 per cant over the 
same period. In Its latest economic report. Bank Hapoafim, 
the largest bank, said revenues at retail chain stores rose 6.7 
per cent bn the latest quarter as consumers switched from 
smaller retailers to the large stores. 

Judy Dempsey, Jerusalem 


SPORTSWEAR 


Puma hit by falling demand 

Puma, the German sportswear and equipment group, yester- 
day btemed faffing demand from Asia, currency factors and 
higher costs for a 60 per cent decline to pre-tax p ro fi ts, to 
DM1JL5m ($7m) for the first quarter. 

Net profits were DM9.9m, or 84 pfennigs a share, com- 
pared with DM28.4m, or DM1.84. Sales, however, were ahead 
at DM1 73.7m from DM1 53.6m last time. Pumas said costs, 
which soared from DM38. 1m to DM63.4m, were explained by 
hi gher roaefo advertising costs and heavier expenses for the 
extendon of Its International promotion contracts. 

Although ft expects fuD-year sales to increase on 1997, fur- 
ther Investment to product development and marketing, and 
the effect of the Asian financial crisis, would dampen profits. 
The licensing business would slow because of the Asian cri- 
sis, tire company warned. AFX News, He r zo genaurach 


CONSTRUCTION 


Hochtief rises to DM1 58m 

Hochtief, foe German construction group, said yesterday net 
profit rose 8 per cent to DM1 57.8m ($89m) last year from 

DM146.1 m In 1996. Earnings per share rose to DM3^30 from 
DM&20. Construction output efimbed 72 per cent to 
DM13.06bn to 1997 from DM12.18bn last tkne, ft said. How- 
ever, new orders fen 11.5 per cent to DM12.67bn. 

Peter Keitel, chief executive, said the company had 
improved its performance In spite of the continuing recession 
In the industry. He attrtouted this to the “restructuring of oir 
company Into a leader for complex construction projects*. 
Hochtief was serving more as a chief contractor and doing 
loss bunding for such c ontracts . 

The company was also Its vtaton" to operate Inta*- 

nstiona! airports, which should have a positive effect on future 
business, he saw. Hochtief, together with Irish airport opers- 
tor Aer Ranta, bought 50 par cent of DQsseidorf airport last 
year. AFX News, DQsseidorf 


RETAILING 


Continents fails to hit forecasts 

Continents, the Spanish operations of French retaBer Pro- 
mod ^yesterday surprised the market with lower than 
axpected profits for the first quarter, at Ptal.66bn (Slim) 
compsredvrifoRa1.84bn last time. “We were looking for net 
pr S t ?L? iabn * Bn analyst at a leading Etropaan bank 

9 ra ^ mif >S s suffer^fiWthg -noga- 

ago supermarket chain. ABC News, Madrid 
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£ 455 , 000,000 


Punch Taverns Group Limited Senior Bridging Facilities 


ACQUISITION OF AN ESTATE OF 
1,428 PUBLIC HOUSES FROM BASS PLC 


£r9b,OOO a OOO 

Se«orTerm‘A’Loan 
£80,000,000 
Senior Term ‘B’ Loan 

£50,000,000 
Sentor Term ‘C’ Loan 

£25,000,000 
Revolving Credit Facility 

£no,ooo,ooo 

High Yield Rond Bridge Facility 


*■ [ APRIL 1 y ()8 




£ 535.°°°.ooo 


Corporate Notes/Securitisation 


£120,000,000 

Class A1 Secured Floaitnc Rate Notes 
due 2008 

£60,000,000 

Class A2 Secured Floating Rate Notes 
due 2011 

£80,000,000 

Class A3 Secured Floating Rate Notes 
due 2015 

£175,000,000 

7.274% Class A4 Secured Notes 
due 2022 

£100,000,000 

7567% Class B Secured Notes 
due ^026 ; 



k BT Capital Partners Europe ABTAle£Brown 
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COMPANIES & FINANC E: ASIA-PACIFIC 

INDIA FINANCE SCHEME AND NEW LAUNCHES HELP MODEST SECOND-HALF RECOVERY AT VEHICLES GROUP 


Bajaj rises despite falling market share 


By Krislua Euha 
in Bombay 

Bajaj Auto, the troubled 
Indian manufacturer of 
scooters, motorcycles and 
three-wheeled vehicles, 
yesterday surprised the mar- 
ket with a small increase in 
annual profits, in spite of a 

sharp loss of market share 
to Japanese and Italian 
competitors. 

Pre-tax profits were up 
2 per cent at Rs6.9bn ($174m) 
for the year to March 31 on 

Overseas 
sales 
buoy Fuji 
Photo 

By Bethan Hatton in Tokyo 

Strong overseas sales helped 
Fuji Photo Film to higher 
sales and profits last year 
despite a sluggish domestic 
market and stiff competition 
elsewhere. 

Japan's largest photo- 
graphic materials maker 
reported a 1.3 per cent 
increase in consolidated pre- 
tax profit, to Y162.5bn 
(SlJZbn), and 4.1 per cent 
growth in net profits, to 
Y88.8bn, for the year ending 
March 31. 

Overseas sales grew 23.2 
per cent to Y708bn. while 
domestic revenues slipped 
1.1 per cent to Y670bn, 
resulting in a 10.1 overall 
increase in consolidated 
sales. 

The company said yester- 
day that operating condi- 
tions in international mar- 
kets had become 
increasingly difficult 
because of intensified com- 
petition from other global 
manufa cturers, escalating 
price wars and sagging 
demand in Japan and other 
parts of Asia. 

However. Fuji forecast fur- 
ther growth for the current 
year, seeing consolidated 
sales up 6.5 per cent and net 
profits up 9.2 per cent 

At parent level, the fore- 
cast was fiat with results for 
last year showing growth of 
2J2 per cent in sales and 2.4 
per cent in net profit The 
full-year dividend was up 
Y0.5 at Y22J. 

Fuji's position in the US 
market was helped last year 
by a World Trade Organisa- 
tion ruling in a long-running 
dispute with Kodak, the US 
photo-film maker, over 
access to the Japanese mar- 
ket. The ruling averted pos- 
sible action against Fuji by 
the US. 

Fuji has been gaining mar- 
ket share from Kodak in the 
US. owing to aggressive pric- 
ing. but Kodak has recently 
threatened to match Fuji’s 
price cuts more closely, par- 
ticularly in the summer sea- 
son. Expansion of Fuji's pro- 
duction facilities in the US 
last year will increase pres- 
sure on it to keep sales high. 

In Japan. Fuji saw strong 
sales of products based on 
the Advanced Photo System, 
a new 24mm film format 
introduced in 1996. However, 
the products have been 
slower to catch on else- 
where. 


sales of Rs&.Sba, up i per- 
cent 

"My competitors are doing 
well,” said Rahul Bajaj, 
chairman. "But my net 
profit is still more than the 
next four biggest companies 
combined.” 

Bajaj benefited from a 
buoyant market, which 
increased 3 per cent in vol- 
ume terms and more in 
value, as Indian consumer 
spending revived in the sec- 
ond half. 

Sangiv Bajaj, Mr Bajaj's 


son and general manager of 
corporate finance, said the 
company's low-cost finance 
scheme supported sales. 

"It enables us to use 
strong corporate cash flow 
as a competitive weapon.” be 
said. 

Customers bought uo,ooo 

scooters and motorcycles 

through the scheme, which 
ended on March 31. 

The modest second-half 
recovery was aided by the 
launch of two new models - 
the Bajaj Classic SL scooter 


and the Boxer motorcycle. 

However, Bajaj's share of 
the overall market for two* 
and three-wheeled vehicles 
fell from 44 A per cent to 40.5 
per cent. 

The company was hit by a 
shift in consumer demand 
from scooters to high- 
powered motorcycles, where 
Bajaj 15 much weaker than 
Hero Honda, its main 
competitor. 

It also lost market share in 

its core scooters business to 
TVS Suzuki and LML Piag- 


gjo, a joint venture by the 
Italian group. 

Only Bajaj’s three-wheeled 
business remains secure. 

There is concern that 
Bajaj does not have the 
research and development 
capability to match its 
rivals* new product lines and 
that it may lose out when 
India adopts strict new 
emissions controls in 
2000. 

But Mr Bajaj said yester- 
day that the company was 
“folly prepared" for emis- 


sions controls, and pledged 
to unveil “17 new models in 
a period of 21 months” in 
order to win hack market 
share. 

He said the company 
would regain 45 per cent of 
the two- and three-wheeled 
market within three years. 

Analysts said Bajaj’s pros' 
poets depended on the suc- 
cess of the new models, 
which are part of a broader 
strategy includes cost- 
cutting and more aggressive 
marketing. 


Alliance gives Tokyo a rare moment of cheer 


Japan’s markets welcome the implications 
of Nomura-IBJ deal, reports Gillian Tett 


I n recent months, good 
news has been a rare com- 
modity in Japan's financial 
world. Yesterday, though, a 
hint of cheer emerged. 

News about the alliance 
between Nomura Securities 
and Industrial Bank of 
Japan reached the stock 
markets as trading closed in 
Tokyo and the verdict 
quickly became clear both 
Nomura's and IBJ's share 
price rallied briskly, by Y2S 
and Y65 respectively. 

The reason for the enthusi- 
asm was obvious. Though 
details of the alliance 
remained murky, the deal 
could have two potentially 
important implications for 
Japan's financial world. 

The first is that the Big 
Bang deregulation may 
finally be ushering in a long- 
awaited realignment of the 
industry. 

During the past five 
decades, the country’s finan- 
cial sector has been segre- 
gated through heavy govern- 
ment regulation. Companies 
such as IBJ have been 
barred from conducting 
securities business, while 
Nomura was not allowed to 
enter banking. 

Big Bang promises to tear 
down many industry barri- 
ers. This has fuelled specula- 
tion that the country's speci- 
alised financial companies 
could become universal 
banking giants, along the 
lines of those seen in coun- 
tries such as Germany. 

So far, at least, neither 
Nomura nor IBJ seems ready 
to create a universal bank. 
No cross-shareholding nor 
merger has been announced. 


Indeed, the deal revealed 
yesterday remains very lim- 
ited in scope. 

IBJ and Nomura have 
pledged to co-operate in 
three separate joint ventures 
on a 50-50 basis. One will 
focus an providing advanced 
financial services, such as 
trading in derivatives and 
the restructuring of balance 
sheets. This unit will try to 
compete with groups such as 
Goldman Sachs, Merrill 
Lynch and Morgan Stanley, 
which are rapidly expanding 
in Japan. 

The second venture will 
seek to provide so-called 

“ adminis trative services” for 
investment products. This 
reflects the hope that Japan 
will soon introduce the type 
of pension plans already pop- 
ular in the US. 

The third unit will emerge 
from a US-based asset man- 
agement business, currently 
100 per cent owned by 
Nomura. IBJ plans to take a 
SO per cent stake and the 
two will jointly bring mutual 
fund -style products to Japan. 

The units are unlikely to 
be big initially and both 
companies stress that they 
will not replace existing sub- 
sidiaries. rather operate in 
addition to them. 

But the hope is that mod- 
est beginnings could lead to 
a broader alliance; both com- 
panies say they are explor- 
ing other forms of "business 
co-operation". 

The deal may also mark a 
new realism among Japan's 
financial companies - and. 
above all, their ability to 
compete on the global stage 
as independent entities. 



The recent consolidation 
in the US financial industry 
has shown that being a 
medium-sized player may no 
longer be enough to compete 
globally. 

Meanwhile. Big Bang is 
attracting a wave of foreign 
companies into Japan - and 
leaving them winning a 
growing share of business in 
the Japanese groups' own 
markets. 

S uch trends have already 
forced some or IBJ’s and 
Nomura's competitors, 
such as the Long-Term 
Credit Bank of Japan, to 
seek foreign partners. Oth- 
ers, such as Nippon Credit 
Bank, have been farced to 
withdraw from overseas 
markets. 

Though IBJ and Nomura 


are considerably stronger 
than their domestic rivals, 
both now increasingly recog- 
nise that competing globally 
as independent groups may 
no longer be a viable option. 

As a senior executive at 
one of the companies yester- 
day said: "You won't see US- 
style mergers in Japan. But 
this is our response to glo- 
balisation, in a sense, bat 
carried out in Japanese 
style.” 

If the two groups did com- 
bine overall, there might be 
some powerful synergies. 
Nomura has strong domestic 
distribution capabilities, and 
pockets of excellence over- 
seas, such as its European 
securitisation business. IBJ 
has a strong corporate client 
base. 

But amite from the uncer- 


tainties of whether the alli- 
ance will deepen, the prob- 
lem is that neither company 
is talking about job cuts, clo- 
sures or serious cost savings. 
Indeed, evolution, rather 
than revolution, remains the 

theme. 

“We are going to move 
slowly,” one executive 
admitted yesterday. 

Though such sentiments 
sound discouraging to seme 
analysts, the potential for 
striking change remains. 

"Maybe this will turn into 
another disappointment.” 
commented one US banker 
yesterday. "But it could 
mark the start of the reshap- 
ing of Japan’s financial 
system. If so, that is some- 
thin g that Hie rest of us 
should certainly he watching 
carefully." 


Reports of arrest hit Onfem shares 


By Jolm RKkfing hi Hong Kong 
and James Kynge biBejng 

Shares in the Hong Kong 
arm of one of China's largest 
industrial groups fell sharply 
yesterday after reports that 
a senior executive had been 
arrested in Beijing. 

Onfem Holdings, the Hong 
Kong-listed division of the 
recently disbanded China 
National Nonferrous Metals 
Corp> said yesterday It had 
not received official confir- 
mation of the arrest of Fang 
Dacheng. an executive direc- 
tor, on allegations of corrup- 
tion. However, shares in the 
company fell 5.5 per cent to 
51 HK cents, having already 
lost 10 per cent of their value 
on Tuesday. 
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The State Nonferrous Met- 
als Industry Administration, 
the body that has assumed 
many of CNNC's duties, said 


it was not sure if Mr Fang 
had been arrested but con- 
firmed that he was no longer 
performing Mb duties. - 

Industry analysts In Hong 
Kong said the reported 
arrest signalled a crackdown 
at CNNC, which was dis- 
banded in April following a 
series of business setbacks. 

The group suffered losses 
of more than US$20Qm last 
year, due in part to unau- 
thorised zinc trades by a 
subsidiary. 

Policy-making and regula- 
tory functions of the metals 
industry are now controlled 
by the State Nonferrous 
Metals Industry Administra- 
tion. 

A CNNC subsidiary was 
also involved In a recent 


share trading scandal on the 
Shenzhen stock exchange in 
southern China. Senior 
CNNC officials, including 
Wu Jlancheng, a son-in-law 
of the late Deng Xiaoping, 
the former Chinese leader, 
were involved in the inves- 
tigation. 

The reports of Mr Fang's 
detention come amid a 
broader crackdown on cor- 
ruption at mainland- 
controlled business groups. 

Mainland officials have 
also signalled a desire to 
tighten their grip on Hong 
Kong subsidiaries of Chinese 
business groups, many of 
which have grown rapidly 
through acquisitions and 
share rales. 

Mr Fang stepped down last 


year as manag in g director of 
Onfem Holdings, hut 
remained executive director. 

Onfem said yesterday that 
Mr Fang had not partici- 
pated in the day-today man- 
agement of the company 
grnra June 1997 »nd that bis 
detention would not have 
any Impact an its operations. 

Mr Fang was a director of 
other companies within the 
former CNNC group, includ- 
ing Jiangxi Copper and Sil- 
ver Grant International 
Shares in Jiangxi Copper 
Ml almost 5 per cent yester- 
day, but Silver Grant shares 
climbed 4 per cent. 

Oriental Metals, which 
was also part of the former 
CNNC empire, lost almost 10 
per cent 


NEWS DIGEST 




Hongkong and Shanghai 
lifts Indonesia provisions 

The Hongkong and Shanghai Banking Corp, part of HSBC^ 
Holdings, foe global banking group, said yesterday ft would 
increase its provisions for bad and doubtful debts In Indon- 
esia. The group Es also stepping up efforts to recover loans 
made to businesses in the financiafly troubled country. In 
total, the HSBC group has an exposure of about USS2J5bn to 
Indonesian businesses. 

John Stockland, Hongkong Bank Group chairman, saw the 
group’s exposure was among the highest of the b anks oper- 
ating In Hong Kong.' with the exception of certain US and 
German tanks. According to Morgan Stanley Dean Witter, the 
, us investment bank, other banks with heavy exposure Include 
. Chase Manhattan, also with US$2.5bn, and Japan's Bank of 
Tokyo-Mitsubishi, with US$3.7bn. 

Morgan Stanley Dean Witter calculates that between 10.5 
per cant and 14 per cart of loans will ultimately be lost tr> 
ThaBand - the figure being arrived at from information sup- 
plied in the recapitalisation prospectus issued by Thai Farm- 
ers Bank - but says lending to Indonesia is fikety to experi- 
ence larger losses. 

HSBC is adding resources to help mitigate its losses. Mr 
Strickland said: “We have drafted in additional resources and 
wears being very careful to put in plaoa sound, procedures to 
make sure we gat repaid.” Louise Lucas, Hong Kong 

CONSUMER FINANCE 


Takefuji climbs 19% 

Net profits at Takefuji, Japan’s largest consumer finance 
group, rose 19 per cent to Y66.86bn ($500m) in 1997, the 
group said yesterday. The increase is the thkd consecutive 
year of strong results, with net profits cRmbing 63 per cent 
since 1995. 

The results highlight the relative buoyancy of the consumer 
finance sector, despite the overall weakness of the Japanese 
economy. They contrast sharply with the problems dogging 
the country's more traditional banking and securities busi- 
nesses, which are expected to post weak results next week. 

Taksfojt said yesterday It expected its expansion to con- 
tinue. The company expects parent net profits of Y73.7bn In 
199& 

Last yea” the group’s revenues rose from Y277.42bn to 
Y308.36bn. The strong Increase, reflected by other consumer 
finance companies, has been largely triggered by a steady 
rise in demand for consumer loans. Although the traditional 
banks offer some forms of loan, the new consumer finance 
companies have expanded rapidly by providing a more flexi- 
ble service. 

However, many Japanese Institutional investors remain 
reluctant to purchase shares in companies such as Takefuji 
because of long-standing cultural unease about consumer 
finance groups. GiBian Tett, Tokyo 


ENGINEERING 
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Korean group defaults 

Dong Ah Engineering, the unlisted Korean company, failed to 
pay back Won6bn ($4 .3m) In commercial paper returned to 
Korea First Bank last Friday, and finally defaulted on Tuesday, 
the group said. 

Dang Ah Engineering is a subsidiary of Dong Ah Construc- 
tion Industrial 

The company-said an important reason for its default was 
“excessive* demand by creditors for more codatarai in return 
for extending maturities on Won6bn in commercial paper. 

If Dong Ah Construction succeeds in raising a $500m com- 
mercial loan through Crecfit Suisse First Boston by Saturday. 
Dong Ah Bngfneerkig would be merged with its parent com- 
pany, the group said. Otherwise, it would apply for court pro- 
tection or receivership. Reuters, Seoul 


FOREIGN SHAREHOLDINGS 

Seoul to abolish limit 

South Korea yesterday said It would abolish a foreign share- 
holding limit of 55 per cant in listed companies on June 1 in 
order to attract overseas investment, as the Seoul bourse 
briefly hit a 11 -year low in morning trading. 

Reports that the government would take the action, which 
was announced after the market closed, caused the Seoul 
composite Index to rise 1.34 per cent, to 356.58, fn afternoon 
trading. 

The government also raised the foreign shareholding celling 
In two state companies, Pahang Iron & Steel and Korea Elec- 
tric ’Power, by 5 percentage points to : 30 per cent 

Korea promised to abolish the foreign shareholding limit by 
the end of 1998 under the International Monetary Fund’s 
$58.5bn rescue programme. The limit was increased from 26 
per cent to 50 per cent last December and 55 per cent earlier 
this year. 

The financial supervisory commission indicated that It might 
advance the deadline by a week to May 25 if the stock mar- 
ket continued to perform poorly. John Burton, Seoul 



The Sugar Corporation of Malawi Limited 


ilocnpomted in Matani on 31 May 1963) 
(Registration number 839) 

(“SUCOMA”) 

A member of 


offered under the auspices of 
The Privatisation Commission 




Standard Corporate and Merchant. Bank, as adviser to The Privatisation Commission and global co-ordinator 
to (he international private placing, is authorised to announce that 51 865 700 ordinary shares in SUCOMA, 
representing 8% of the issued share capital, has recently been successfully placed with various international 
institutional investors by the Standard Equities offices in Johannesburg. London and New York. 

Subsequent to the book-building, the offer price was set at Malawi Kwacha 3.50 (US$0.14) per ordinary 
shore, representing a discount of approximately 4% to the ruling market price. The international private 
placing was more than two and a half times subscribed. 


Limbe 
May 1998 


Adviser and global 
co-ordinator 


Standard Corporate 
and Merchant Bank 

(AdtvMon et Tly; 5Wrt4*fd Bank 
ot South Atriu Llmltnfl 
(RegbCrarkm number 


Book runner 


Placing agent 



KcgWcred m England No. Z13M47 
RcgulatnJ by The Securitas and Futuna 
Autfaorty Ltd. 

and a Monfaur of the London Stock 
EadUnge 


Standard 

Equities 


limb, a 

Standard Equities 
(Pty) Limited 
(RegtetranOQ number 7Z/063lB/(J7) 
(Member ot the Johannesburg Slock 
Exdungt] 


‘Standna BanK Lffrign ni rag rfw ad by Tl» SacurtBw ana futim jtftotyimd h a manfcar o> fas Lonuon SKA Ex ctia npa, na London BuBon Metfcql 

ml tw London Maal Emhanga. 

her 


lEaehanga. 

Standard limrVM, he. tsa mentor or Cm Monona Aaaooatton a SoeuMes DeaiM. toe." 





ISTXTUTO MOBIUARE ITAJLIANO S-p-A. 

Hntdqanrters: VfadeddTArtc, 25 Rome, ITALY 
Paid-up Share Capital: IX 3J»Q£0(toOQ,aOO - Inscribed in (be Company 
Regbier of Rone no. 1094V] 99 1 (Tribunal Of Rome) - Insc rib ed in the 
Registry of Banks and ftrent Company of die (MT Group - inscribed in the 
Registry of Banking Groups - Member of tbe Interbank Deposit Protection 
Fund - Thx Code no. (XM484205S8; VAT no. 00896301001 

FINANCIAL STATEMENTS 1997 
The Annual Shareholders Meeting of btitmo Mobffiare It&liano 
S-p-A- hdd oa April 20, 1998, approved the Financial Statements as 
of December 31. 1997, and reviewed tbe consolidated financial 
statements of tbe Group. 

Tbe 1997 Financial Statements of IM1 S p-A, ami tbe reports 
of Annual General Meeting of Shareholders, as well as tbe 
Consolidated Financial Statements of the Graop, will be deposited on 

May 28. 1998 at JMTs headquarters and at Bores Italians S.p-A_ for 
public consultation. Copies trill be mnde available upon request. 

NOTICE OF DIVIDEND FOR 1997 FINANCIAL YEAR 
The Dividend for tbe 1997 Financial Year will be in tbe amount of 
tire 1 ,250 (700 fire relating; to tbe net profit for fiscal year 1997 and 
550 lire bom reserves) before withholding taxes for each share 
(against the clipping of coupon N. 5) and win be payable as of 
May 18. 1998 at IMTs he ad q uar ter; In Rome; Viale Del]’ Arte. 25 or 
through the following bonks md Intermediaries; 

Bancs Commereiale ftniwnw . Credito it*Ka wn . Bmwi Naaonale del 
Lavoro. Cariplo, Istitmo Bancario Saa Paolo <fi Torino. Baron Monte 
dd Paschi di Siena, Banco di NapoiLBancadi Roma, Banca Cassa 
di Risparmio di Torino, RoJo Banca 1473. Banca Fidearam, 
Banqne Paribas (Milan branch), Monte TItoli (for the shares 
administered by it). 

This notice is pabiished in aeconbuce with Consob decree no. 5553 
rfto,*nnberl4,l991. 


• NOTICE TO BONDHOLDERS 

Acer Peripherals, Inc. 

flncotparalad srith bnitfci KaixBty in TVhciui. Tbe R ^p ahtk at Chirm) 

US® 110,000,000 
L25 per cent. Bonds due 2006 

NOTICE IS HEREBY GIVEN ctn± pursuant to Section &2 of tbe Indenture dated 
as of November Zl. 1996 (the “Indenture”), among Acer Peripheral*, Tnc. (the 
“Company"), and The Bank of New York as TVusue and Principal Paying and 
Cm version Agent, relating u the Usance by the Company of US IHMMOOM 
aggregate principal amount of i25 per cent. Benda dne SDK (the "Baida'), a wnriy- 
adjnrted Cooveretai Price <4 NTSS4 will lofae effect on Kay 37, 1988. me day after 
the Record Date. Una adjustment in baaed on the dedanckai of 139^12,498 shares 
in Lba farm of tbe Block di ridrnda and employee beans far 1897. The Buck dtridmd 
and emptoyoe bonus amount of ST$lJ3SVZlfiSO bos been aoumnlated ftom the 
prwom jean aa pm of the appropriation of tbe unappropriated earnings and 
cajStattslng eaplcs] reserves. PonmanttoW A) CD of the Throw and CondJUunn of the 
Offering Circular, the Conversion Right wffl be efleetive fh*n Hay 21, 1998, one day 
after tbe Reaud Dne. 

May 14. 1998 


Financial Times Surveys 


Reporting Britain 

Thursday June 1 1 

COVER STORY: Indigenous growth 
MAIN FOCUS: Wales - Cardiff 


For further mtormertior: please corit.ltt’ 

Pot Looker in trio UK 
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T.^9°!H!j... S . P ^ NISH OPERATOR L IFTED BY LATIN AMERICAN AND MOBILE BUSINESSES 


Telefonica advances 18 % 


By Tom Bores In Madrid 

Growth in its mobile and 
Latin American businesses 
helped Telefonica offset the 
impact of telecommunica- 
tions deregulation in Spain 
and post a 17.8 per cent 
increase in first-quarter net 
profit, to PtaSZSbn ($218m). 

Ea rnin gs from the core 
fixed telephony business in 
Spain grew by a modest 5.7 
per cent, reflecting lower tar- 
iff charges amid intensifying 
competition. 

Telefdnica said the com- 
bined earnings of Its mobile 
and international units rep- 
resented 39 per cent of con- 
solidated sales in the first 
three months, and 50.1 per 
cent of net profit 


Re te vis ton, the r carrier 
“anaged by Telecom Italia 
that launched a second 
fixed-line service this year, 
claimed yesterday It was 
well ahead of its business 
targets and had captured 
more than 350.000 corporate 
and residential ^clients in Its 
first 100 days of operation: 

The government is sched- 
uled to complete the deregu- 
lation of the fixed-line sector 
next week, by awarding a 
third licence to a consortium 
led by France Telecom, 
which entered the only bid. 

Ana Birulds, Rete vision 
chief executive, claimed the 
carrier had achieved “the 
fastest fixed-line market pen- 
etration in Europe 1 *. 

Retevisibn. in a consor- 


tium that includes Telecom 
Italia's cellphone unit, is 
now competing -with France 
Telecom far a mobile licence 
that will be awarded by the 
government next month. 

Telefdnica controls 72 per 
cent of the domestic cell- 
phone market, where it com- 
petes with Airtel, a carrier 
backed by British Telecom- 
munications and AirTouch 
of the US that began operat- 
ing in 1995, in the initial 
phase of liberalisation. 

Telef&nica's mobile divi- 
sion had 3.4m clients at the 
end of the first quarter, a 35 
per cent . ye'ar-bn-year 
increase, . and earned 
PtaULlm. 

BT last month master- 
minded an agreement, with 


minority Airtel shareholders 
that fended off a takeover 
attempt by Retevjston. End- 
esa, the Spanish : power 
group and Telecom Italia’s 
partner in RetevisiOn, now 
says it will sell its 8.14 per 
cent stake in Airtel, allowing 
BT and AirTouch to take 
control/ 

The competing* Telecom 
Italia and France Telecom 
bids for the third mobile 
licence have earned concern 
in government circles, as it 
is anxious to have both oper- 
ators providing 1 a. global 
service in the domestic 

market 

- Officials said yesterday 
that a fourth mobile licence 
could be. awarded at the end 
of the year. 


HK retailer 
fails in bid to 
buy Barney’s 


By Louise Lucas to Hong Kang 

Dickson Concepts, the Hang 
Song luxury retail group, 
has failed in its attempt to 
take control of Barney's, the 
US department store, which 
has been in its sights for 
more than a year. 

The group said yesterday 
that its “definitive agree- 
ment” to take control signed 
last September, had been ter- 
minated. However, Dickson 
Concepts may be entitled to 
bid again under a new reor- 
ganisation proposal that will 
shortly be put forward by 
the US retailer’s creditors. 

Barney’s filed for bank- 
ruptcy in 1996. Dickson Con- 
cepts, which has a history of 
turning around troubled 
retailers, such as Harvey 
Nichols of the UK, revealed 
its plans to acquire Barney’s 
in March last year. 

Several other retailing 
groups expressed interest at 
that time, including Saks 
Holdings. Dickson Concepts 


proposed paying US$205m in 
cash for control of Barney's, 
and also iBsmrtg a US$42m 
bond to be funded by royalty 
payments. 

The offer was ultimately 
rejected by the official com- 
mittee of unsecured credi- 
tors, Dickson Concepts said 
yesterday. As a result/ the 
company yesterday ' was 
returned a USfLSm commit- 
ment fee and stands to 
receive a further termination 
payment if it does not pur- 
sue its bid under the reor- 
ganisation proposal * 

The rejection is a blow to 
Dickson Concepts’ global 
ambitions, but the group is 
continuing its expansion In 
the domestic Hong Kong 
market and Asia. 

The group plans to open 60 
outlets in Hong Kong and 
the region over the coming 
year, despite the Asian 
financial crisis, which has 
prompted other upmarket 
retailers - including Joyce 
Boutique Holdings and Duty 



Barney's: the upma rk e t fashion retailer awaits a tumround 


Free Shoppers, part of 
LVMH, the French luxury 
goods group - to close down, 
stares. 

In Hong Kong, stores have 
been scaled back - by moves 
to cheaper premises, staff 


cuts or closures - as 
consumer spending has 
plunged. Retail sales volume 
fell 15 per cent in January 
and February, compared 
with the same two mon ths 
last year. 


Anheuser eyes 


By Jos&i Marozzi la Manta 
and (Odd Tail to Chicago 

Anheuser-Busch, the US 
brewer, is among several 
foreign groups eyeing a 27 
per cent stake in San Miguel 
the Philippine food and bev- 
erage group, according to 
the body set up by President 
Fidel Ramos to sell the 
shares. 

The Philippine govern- 
ment hopes to raise between 
3Qtm pesos and 40bn pesos 
($3£bn-$4.7bn) from the sale 
of the shares, which were 
recently released from 
sequestration by President 
Ramos. However, there are 
doubts the sale will proceed. 

In St Louis, Anheuser- 
Busch said that it was aware 
of the speculation, and that 


if did not normally comment 
on stories cancendng possi- 
ble acquisitions. 

Howover. it added: “We 
are continually evaluating 
opportunities to grow, the 
business”, 

San Miguel, the Philip- 
pines’ flagship company, has 
been dogged by a share own- 
ership dispute since 1986, 
when the then government 
sequestered 48 per cent, of: 
the group on the ground?, it 
had been fraudulently 
acquired by Eduardo Cqrju- 
angco, a business associate 
of former president Ferd- 
inand Marcos. 

Tirso Antiporda, head of 
the United Coconut Planters 
Bank, which administers 
some of the sequestered 
shares on behalf of the gov- 


■T, riv. ' =;:■ A' 

eminent, skid Anheuser- 
Busch Was one of the compa- 
nies on a list of interested 
parties drawn tip by Salo- 
mon Brothers; which Is 
advising San Miguel -- 

Mr Antiporda is a member 
of the thraMnan- committee 
set up by Mr- Ramos to con- 
duct the sale. 

First Pacific, the Hong 
Song-based conglomerate, 
has already expressed inter- 
est It recently took a 2 per 
cent stake in San Miguel, 
but negotiations with Mr 
Cojuangco and the govern- 
ment to acquire more were 
called off in February. 

Mr Antiporda said he was 
targeting four bidders and 
the sale committee would 
finalise terms next week. 

Assuming the stake IS pro- 


•:v. . u • 

porttoaately split' between 
the company’s A arid B 
shares, it -would be valued at 
about 32hn pesos at current 
prices, said Matthew Suther- 
land, -bead- of research at 
Paribas Asia Equity in 
Manila. • - • 

However, analysts doubt 
the sale of the 27' per cent 
stake will proceed under the 
present administration. Mr 
Cqjuangco provided finan- 
cial support for the electoral 
bid of Joseph Estrada, the 
leading candidate for the 
Philippines presidency. 

“It’s hard to see how you 
can move such a big block of 
disputed shares in the coun- 
try's flagship group in' the 
dying days of a lame duck 
administration,’’ said one 
foreign broker. 


Sanluis finds growth without frontiers 

Regional trade agreements have brought new markets, writes Leslie Crawford 


A ntonio Madero Eracho. 
chairman and chief 
executive of Mexico's 
Sanluis Corporacidn, is a 
walking advertisement for 
the North American Free 
Trade Agreement 
Before Mexico joined Nafta 
in 1994, Sanluis was a medi- 
um-sized gold and silver pro- 
ducer that had diversified 
into manufacturing vehicle 
components. 

Today, it can hardly keep 
up with the orders pouring 
in from the big three car- 
makers in Detroit Exports 
now account for almost 90 
per cent of the company’s 
revenues. 

Over the past four years, 
s^niiua has doubled its. parts 
sales, captured a 40 per cent 
share of the US market for 
leaf-springs used in pick-up 
trucks ' and sport utility 
vehicles, and secured 
'enough long-term contracts 
treasure that sales will dou- 
ble again, to $50Gm,. by 2001. 

iNWta opened the door for 
me 1 says Mr Madero. “We 
triettsod Mexico, Canada and 
tfe US would become a sin- 
jffe production market, with 
engineering and 

imanufeeturing- practices 
.that -would allow carm aker s 
.rto.sw&ch production across 

■ plants. ■ 

-“Wfe saw -the opportunity 
. misapply not only ihe'Mexi- 
esin-based vehicle, assembly 
.plants, hut tq.Joinp Into the 
laigerISS market — competi- 
tively, without protection 
■fltbdf without subsidies." 

Mf Madero began by 
ifeMnp a bigger presence m 
Detroit, Bending. Mexican 
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engineers to work with Ford, 
Chrysler and General Motors 
in the design and develop- 
ment of Sanluis’ suspension 
and brake components. “It 
was -a major step, " .he 
recalls: “because it con- 
vinced our customers of our 
commitment to . the * -North 
American market' - . 

At bnrafr, finwiiiiw worked 
an impr oving quality control 
systems for the more 
demanding ' US. .mark et- ft 
hired Japanese and Ameri- 
can consultants,, and , se nt jits 
technicians on 'training 
courses abroad; 

Sanluis’ manufacturing 
plants- axe- equipped with 
classrooms, where employ- 
ees 'attend “ v ir tu al univer- 
sity" courses beamed by sat- 
ellite " from ' -the Tec j of 
Monterrey, one of M exico's 
mast prestigious : nnivirsi- 
“Our goal is.to. halve our 

entire management- jand 
technical teamlvafiidejtt in 
English and computtab by 

.the turn of the ccrituj^^ Mr' 
Maderp says. ; ; 1 

- For the. production jeffidn 
to work; .smoothly, .Spnlrifc 
has also provided capital and 
technology to its Mexican 




suppliers, in order to secure 
the right quality of inputs, 
delivered cm time. 

. The company established 
joint ventures with Hen- 
drickson International, and 
with Brembo, the Italian 
manufacturer of brake 
systems for Formula 1 rac- 
ing cars. Brembo took a 35 
per cent stake in Rossini 
Frenos, Sanluis' brake com- 
ponents subsidiary. "We 
gained access, to their tech- 
nology. and. Brembo estab- 
lished a beachhead into the 
North American market," 
Mr Madero ggplainfi . 

L ast year. Rasaini Frame 
won .its first long-term 
contract in the US - a 
8360m order to supply rear 
wheel discs for General 
Motors’ new tine of pick-up 
trucks mid utility vehicles 
for. the next eight to. 10 
years. This year, it will also 
begin exporting brake-corn- - 
po h entg. to BMW’s plants in 
North Carolina and Ger- 
many. • 

As .a result of these and 
.other big contracts, Sanluis 
last year embarked on a 
8140m expansion, its biggest 


capital investment pro- 
gramme to date. 

At Piedras Negras, a bor- 
der town in the northern 
state of CoalmOa, Hendrick- 
son-Rassim built a state-of- 
the-art plant to manufacture 
leaf-springs for export to 
Navistar in the US. Produc- 
tion began last August, and 
it Is already being expanded 
to accommodate new orders 
from Nissan. 

Suspensions Rassini, a 
fully-owned Sanluis subsid- 
iary, built a separate plant 
in Piedras Negras to manu- 
facture rear suspensions for 
GM and Ford. 

A new plant in the state of 
Puebla, in central Mexico, 
equipped with computer- 
controlled robots, will sup- 
ply the S360m contract with 
GM. 

But Sanluis' ambitions 
have not stopped with Nafta. 
In 1996, it saw the promise of 
the Mercosur market, the 
customs union which encom- 
passes Brazil, Argentina, 
Paraguay and Uruguay, and 
launched itself as a multina- 
tional, acquiring Mo las 
Ftabrinl, a Brazilian manu- 
facturer of coil and leaf- 
springs for Mercedes-Benz, 
Volkswagen, Ford and 
Chrysler. 

“In the space of lour years, 

Sanluis has gone from being 
a Mexican company, to a 
Nafta company,- to a conti- 
nental operation,” Mr Mad- 
era says. 

“Our strategy is to supply 
our customers wherever 
they are located, and to con- 
solidate our presence in the 
global autoparts industry.’* 


TELE COM 

mmMmmrTALiASflA 



Registered Office at IS Via San Dalmazzo. Turin 
Corporate Headquarters and Secondary Office at 41 Cono d'luJia. in Rome 
Capiuti Slock L- 7.42 1 .23 1. 726.000. fully paid-in 
Entered under No. 286/33 in the Ordinary Section of the Company Register of Turin 
Tax f.D. No. 0047I&S0016 


NOTICE OF ORDINARY STOCKHOLDERS’ MEETING 

The holders of ordinary shares are invited to an Ordinary Meeting in the Lingotto Convention Canter at 280 Via 
Nizza, Turin, at 10:00 AM on June 15, 1998 on the first call, or at the same time and place on June 16. 1998 on the 
second call, if required, to deliberate and vote on the following 

AGENDA 

1. Annual financial statements of TELECOM ITALIA S.p.A. at December 31, 1997; appropriation of net income; 
consolidated Financial statements of the Group; pertinent and related resolutions. 

2. Filling of vacancies on the Board of Directors with the appointment of five Directors and the election of the 
Chairman. 

3. Motions concerning the fees payable to the Directors, Committee Members and Statutory Auditors. 

4. Taking over by the Company of the charges for administrative fiscal sanctions. 

Only stockholders who have deposited their share certificates at least five days prior to the scheduled date of the 
Meeting at the corporate offices at 4 Via A Meucti, Turin (in Beu of the Company's Registered Office at 15 Via San 
Dalmazzo, Turin, which is temporarily dosed for renovation) or at the Rome corporate offices at 189 Via Flaminia 
and 21 /B Via Isonzo, or at any of the following authorized banks may attend the Meeting. 

In Italy: 

Banca Commerciate I tafia na S-p.A.; Credrto Italiano S.pA; Banca efi Roma S.p.A.; Banco cfl Napoli S.p-A.; Banco efi 
Sicilia S.pA; Banca Nazionale del Lavoro S.p.A.; Istituto Bancario San Paolo di Torino S.p.A.; Banca Monte dei 
Paschi di Siena S.pA; Banco di Sardegna S.p.A.; Banca Nazionale dell'Agricoltura S.p.A.; Banco Ambrosiano 
Veneto S.pA; Banca Toscana S.pA; Roto Banca 1473 S.pA; Deutsche Bank S.pA; Credrto Bergamasco S.pA; 
Banco di Chiavari e della Riviera Ligure S.pA; CAB - Credit o Agrario Bresciano S.pA; Banca Sella S.pA; Banca 
C. Steinhauslin & C. S.p.A.; Banca Rdeuram S.pA; Citibank NA; Banca Regionale Europea S.p.A.; Banque 
PARIBAS; Istituto Centrals di Banche e Banchieri S.pA and affiliated banks; Banca Popolare di Novara; Banca 
Popolare di Milano; Banca Popolare di Bergamo - Credito Varasino; Banca Popolare Commercto e Industrie; Banca 
Popolare di Sondrio; Banca Antoniana - Popolare Veneta; Cariplo - Cassa di Risparmio delle Provinde Lombards 

5. pA; Cassa efi Risparmio di Parma e Piacenza S.p.A.; Banca CRT S.p.A.; Banca Carige S.pA; CARISBO - 
Cassa di Risparmio in Bologna S.pA; Cassa efi Risparmio di Trieste - Banca S.pA; ICCRI - Istituto di Credrto delle 
Casse di Risparmio Itafiane S.pA, and affiliated Casse dr Risparmio and Monti di Credrto su Pegno; ICCREA 
S.pA - Istituto Centrale della Banche di Credito Cooperative; MONTE TITOLI S.pA. for the securities that it 
manages. 




London: 


New York: 


Frankfurt am Mam: 

Zurich: 

Buenos Aires: 


Banca Commercial© ftaliana S.pA - 90 Queen Street - London EC4R 1 AB 
Credito Italiano S.pA - 17 Moorgate - London EC2R 6AR 
Banca efi Roma S.pA - 87 Gresham Street - London EC2V 7NQ 

Banca Commerciale Italiana S.pA - One William Street - New York,-NY 1 0004 
Credito Italiano S.pA - 375 Park Avenue - New York, NY 10152 
Banca cfl Roma S.pA - 34 East 51st Street - New York, NY 10022 
Morgan Guaranty Trust Company of New York - 60 Wall Street - New York, NY 10260 

Banca Nazionale del Lavoro S.pA - 26 Avenue des Champs Etysees - 75008 Paris 

Istituto Bancario San Paolo di Torino S.pA - 55 Eschersheimer Landstrasse - D60322 
Frankfurt am Main 

Lavoro Bank AG - 21 Taladcer - 8001 Zurich 

Banca NazionaJe dei Lavoro SA - 40 Florida - 1005 Buenos Aires 


As allowed under Article 20 of the Bytaws and in accordance with current statutory provisions, the right to vote may 
also be exercised by mail. 

For this purpose, tile reports of the Board of Directors on the items on the Agenda, with the respective motions, and 
the documentation prepared by the Company to allow the stockholders to vote by mail will be available at the 
corporate offices and banks fisted above from the date of publication of this notice in the Official Gazette of the 
Italian Republic until the date of the Stockholders' Meeting. 

As required under the law, the documentation and the reports on Item 1 of the Agenda will be available from May 
30, 1998 until the date of the Stockholders’ Meeting at the corporate offices and banks listed above. 

The ballots, the admission tickets for voting and any documentation needed to prove the right to sign the ballots 
must be received by the Company at the following address: 

TELECOM ITALIA S.p.A. 

Area Affari Soctetari - AS/AS-A 
Via San Dalmazzo No. 15 
10122 TURIN ITALY" 

As usual, holders of ADRs representing TELECOM ITALIA ordinary shares, which are fisted on the New York Stock 
Exchange, should contact the issuer of the ADRs, Morgan Guaranty Trust Company of New York, at 60 Wall Street 
New York, NY 10260. 

THE BOARD OF DIRECTORS 
(Giovanni Rossignoto) 

CHAIRMAN 

The Stockholders are kinefly requested to arrive at the Auditorium ahead of the time scheduled for the Meeting, so 
as to facilitate the registration process and allow the Meeting to start on time. 

The Notice of Ordinary Stockholders’ Meeting was published today in the Official Gazette of the Italian Republic, 
Issue No. 110. 


INFORMATION FOR STOCKHOLDERS 

VOTING BY MAIL 

Following the date of publication of the Notice of Stockholders' Meeting in the Official Gazette of the Italian 
Republic, stockholders may request from the Company or from the authorized banks a kit containing the 
documentation needed to exercise the right to vote by mail. 

The envelope containing the ballot, the admission ticket for voting and any documentation needed to prove the right 
to sign the ballot must arrive at the following address: 

TELECOM ITALIA S.pA - Area Affari Societari - AS/AS-A - Via San Dalmazzo No. 15 10122 TURIN * HALY 
by not later than June 10. 1998, H the Stockholders’ Meeting is held on the first call, and by not later than June 11, 
1 998, rf the Stockholders' Meeting is held on the second call. 

Ballots received by the Company after the abovemerttioned deadline or without the admission ticket for voting will 
not be counted either for the purpose of establishing a quorum or for voting. Baflots received by the Company that 
are unsigned will not be counted for voting purposes. 

Voting by mail is incompatible with the granting of a proxy and must be exercised directly by the holder erf the right 
to vote the respective shares. 


For any questions or to request copies of documents, in Italy please call 167-020220 toll-free. 
Outside Italy, please call +39-6-36001273/36001274/36001275. 

This notice is also available at the following Internet address: httorfNvww.telecontitalla.it 


SO Asia Credit Poblic 

Company Limited 

(ike "Ce*npony"l 

UJ&S100 mitten 3.75% Subor A mi nd Convertible Bondi Duo 2003 
{fa 'Bomb') 

NOTICE IS HERESY GIVEN Id fa haMera of fa Bondi fat blowing on 
incraena in fritter ed capital from Baht 920 rrafton Is Baht 6,920 miBan, 
fa Convonoon Pries of fa Bonds hat, in ocan re fancs with fa Imtiw and 
eond&ara dr fa Tnixt Daad doted N w sfa 17, 1993, been adjusted: 

(ram Baht 216 is Baht 201, waheAsdironi March M, 1998 and 
from Baht 201 to tkfa 1 87, wfth eftset from Aprfl 23, 1998. 
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Map Investment N.Y 
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ffljuNe a Miy 18, 1938. Tbt naairad 
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SCUDDER, STEVENS & CLARK LIMITED 
are pleased to announce that from 
Monday 18th May 1998 
our London office will re-locate to:- 

1 South Place 
Loudon EC2M 2ZS 
United Kingdom 

Telephone: 44 (0)171 539 0200 

Facsimile: 44 (0)171 256 6575 
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Tetley bags chance for stock market flotation 



By John WUraan, 
Consumer industries fiflfor 


Tetley, the world’s second 
largest maker of teabags, 
yesterday announced its 
Intention to float on the Lon- 
don Stock Exchange, less 
than three years after it was 
bought out from Allied 
Domecq. 

The flotation is likely to 
value the group, bought by 
the management team and 
five venture capital groups 
for £19Qm ($3l0m) in June 


1995, at more than £400m. It 
will consist of new shares 
and those being sold by 
existing shareholders. 

A stockmarket listing will 
provide access to additional 
capital for prodnct develop- 
ment and acquisitions, mIH 
Leon Allen, chairman and 
chief executive. 

“The tea business is quite 
fragmented around the 
world," he said. “It is ready 
for consolidation.'' 

The group is already the 
market leader in the UK 


with its circular teabags 
which have given It around 
a quarter of the market for 
the Tetley and Quick brew 
brands. It is in the first or 
second position in another 
four of the ten largest teabag 
markets worldwide. 

It sells tea in more than 40 
countries. Including India, 
China, Russia and Poland as 
well as the US and Canada. 
Its coffee business is princi- 
pally in the US where Caffi 
Bustelo expresso beans and 
Medaglia d’Oro instant 


espresso coffee have leading 
positions among Italian and 
Hispanic consumers In New 
York and Miami. 

Mr Allen was brought in 
to head Tetley alter success- 
fully leading the buy-out of 
Del Monte International 
Foods International from 
KXR. He also chairs Devro. 
the sausage skinmaker 
floated In 1993 far more than 
twice its acquisition cost two 
years earlier. 

Since 1995, the Tetley man- 
agement team has raised 


operating profit from £l0.7m 
is tiie year to February, Z996 
to £4Llm before exceptional 
restructuring items last 
year. Analysts suggested 
Tetley would be unlikely to 
fetch much more than the 
10.7 times historic eandogs, 
which is the average for the 
food sector - suggesting a 
price of around £430m. 

Tim Potter of Merrill 
Lynch said there were 
already several alternatives 
on offer for those wishing to 
invest In tea. They include 


Unilever - with Brooke 
Bond and Upton, the biggest 
maker of worldwide 

- and James Finlay, which 
hac its own plantations and 
makes tea far J. Sainsbury, 
the supermarket c ha i n. 

Joint sponsors brokers 
to the flotation are Cazenove 
and SBC Warburg Dillon 
Reed. The shares will be 
placed with institutional 
I nvest o r s in the UK, conti- 
nental Europe the US 

and also be offered to UK 

private investors. 


Boots plans aggressive 
expansion in SE Asia 


By Peggy HoUnger ta Loodoo 
and WUBam Barnes in Bangkok 

Boots, the high street 
chemists group, has become 
the latest UK retailer to 
announce aggressive expan- 
sion plans in south-east Asia 
following the collapse in 
asset values caused by the 
recent currency crisis. 

The company said it 
planned to open 40 phar- 
macy stores at a cost of 
S9.2m (I15-4m) over the next 
two years. 

Lord Blyth, chief execu- 
tive, said he believed there 
was potential for up to 150 
stores in Thailand. 

“We believe there is a 
much bigger market oppor- 
tunity to go for," he said. 
Initial results from six pilot 
stores opened a year ago had 
shown that “our health and 
beauty format has proved 
papular”, he said. 

Although the pilot project 
had initially been run as 
part of a joint venture, the 


stores were now under 
Boots’ sole control 

The announcement of 
Boots’ expansion plans 
comes as Tesco, the UK’s 
leading food retailer, is pre- 
paring to announce a deal 
later this week to buy a 
chain of hypermarkets in 
Thailand. 

The country, which was 
the first in the region to suf- 
fer a collapse of its currency 
following a crisis in the 
hanking sector, is proving a 
popular choice for UK retail- 
ers. Rents are low and lease 
terms flexible, ac co rd b ig to 
Boots. 

Mare importantly, 
although estimates far eco- 
nomic growth have been 
reduced following the crisis, 
some forecasts expect gross 
domestic product to rise by 
about 3 per cent a year, still 
higher than expectations for 
the UK. 

“The economy seems to 
have bottomed out and we 
think it is over the worst,” 


said a Boots executive. 

Other companies have 
cited as an added bonus the 
fact that many Thais speak 
Cantonese, which will allow 
them to train managers who 
can be sent to China when 
that market begins to open 
up. 

Martyn Bell, managing 
director of the retail opera- 
tion in Thailand, said Boots 
had 'been attracted to the 
country by its growing mid- 
dle class. In addition, “Thai 
woman have a very high 
beauty awareness,” he said. 

Boots estimates that the 
health and beauty market in 
Thailand is worth about 
£lbn a year. The group said 
it expected the 40 stores to 
return profits at the trading 
level within two years. 

However, analysts said it 
would be several years 
before the operation would 
make any meaningful 
impart an overall p ro fi ts. “It 
Is dearly a long-term invest- 
ment,” said one. 



A World Development Movement p ro te s te r outside the BIZ me eting 


Jason Orton. 


Rio Tinto millennium bug warning 


Rio Tinto, the world’s 
biggest mining group, is con- 
sidering te m pora r ily dosing 
some vulnerable plants at 
the turn of the century to 
evade possible millennium 
bomb computer problems, 
writes Kenneth Gooding. 


Pentair concedes defeat in battle to buy Vero 


By Susanna Voyie 

Pentair of the US yesterday 
conceded defeat to its com- 
patriot APW in the battle to 
buy Vero, the electronics 
and telecommunications 
equipment supplier. 

On Tuesday APW, which 
started the bid battle with 
an agreed 157p-a-share cash 
offer, raised its bid to 192p, 
valuing Vero at £115.5m 


($188m). The UK group 
makes and distributes racks 
and enclosures used to 
house cables and electronic 
equipment. 

Yesterday, Pentair, the 
Minnesota-based diversified 
industrial group, said its 
170pa-share bid valued Vero 
fairly and it would “not pur 
sue an acquisition at a price 
that does not provide an 
acceptable return to its 


shareholders”. Vero was left 
vulnerable to takeover when 
the strength of sterling led 
to a fan In Its share price 
last year. 

Pentair and APW are striv- 
ing to build up international 
networks so they can supply 
multinational companies. 

APW’s latest offer repre- 
sents a premium of about 61 
per cent to the price of Vero 
shares the day before the 


compan y announced it was 
in talks. APW, which was 
advised by Schroders, is 
funding the deal from its 
loan fadhty. 

Shares in Vero - which 
were trading at 119p before 
the company announced it 
was In bid talks - yesterday 
closed down 8p at I87%p. 
Vero was advised by SBC 
Warburg Dillon Read and 
Cazenove. 


Leon Davis, chief execu- 
tive, s aid the plants would 
start up again in 2000 when 
it was clear systems were 
working property. 

He t o l d Rio Tinto's annual 
meeting that the company 
would spend at least S65m 


RESULTS 


(£4Qm) to ensure its business 
was not disrupted by the 
“millennium hug”. 

The meeting was quieter 
than in recent years because 
same of the protest groups 
that usually send representa- 
tives held a meeting nearby. 


COMMENT 

C&W 


CrtteftWreless . ' 

BiHBtttote&intmTMaRn 

no . — — — — 
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table and Wireless cannot be 
accused of overweening 
nmhtrinm. It summed up its 
European strategy yesterday 
as two book-ends. Propped up 
between them is the very 
slim story of CAW’S alliance 
with Telecom Balia. So for. 
and it is early days, this has 
the hallmarks of a very 
low-key venture. Equity 
stakes and boardroom 
appointments are sot even 
on the radar screen and the 
investments'- are minimal. 

The Idea seems to be to repli- 
cate C&Ws approach in the 
US, and cherry-pick corpo- t m 

rate customers where it can, 

rather than pHpmp Hng to set itself as an alternative opera- 
tor to the incumbent monopolists. Until more information 
to light, the best that can be said about CAWs 
piibmre with Telecom Italia is it Is low on financia l risk. 

Meanwhile, CAW’S existing businesses are starting to 
show the benefits of more decisive management Tidying up 
CAW’S stable of minority investments makes perfect sense. 
tteing the cash to deepen C&W*s interests in. say, Optus and 
CWC also looks ‘sensible. The icing on the cake would be a 
major deal in the US. Unfortunately, no acquisition that 
CAW could afford would be enough to make a difference. 
The alternative - ceding control - is hardly chief executive 
Dick Brown’s style. In that CAW’S new management resem- 
bles the old. 

Safeway 

Safeway’s fell from favour looks to be over remarkably 
quickly, if the news in yesterday’s trading statement can be 
sustained. It is hard to argue with a 6 per cent improvement 
in like-for4lke for the first six weeks of the year. But a 
note of caution is warranted all the same. 

Dpes the improvement owe more to rectifying retail mis- 
takes, sudd as ensuring better availability of products? In 
which case, it hardly looks a basis for sustainable advan- 
tage. Or does it owe as much to more forward-looking 
initiatives such as widening the product range and refur- 
bishing stores? For the sector, Safeway’s rehabilitation 
reduces the ebaunwt of a destabilising price war. But 
whether its competitors take a similarly emollient view of 
the relaunch of its ABC loyalty card and price promotions is 
another matter. The company cannot expect its rivals to 
ignore its resurgence, indeed, the stronger it gets, the more 
determined will be their response. 
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Commercial union 


RESULTS - FIRST QUARTER 199S 



Total premium income 2,549 2,245 2,401 

Operating profit before tax " : 

Profit on ordinary activities before tax w 132 154 173 

Profit attributable to equity shareholders •% ... jT5.;_ f/ _,^TV K SS. ? ^ r _ 

Operating earnings per onfinaiy share 2.6p 8. Ip 9.1p 


Notes (i) 1997 routs* restated at average aedwnge naa 

(ui Includes realised investment gains before lac of 003m (1997 £77m) 


Operating profit before tax of £40m 

General insurance loss of 64m (1997 profit £68m) affected by £35m 
increase in weather claims and competitive trading conditions 

Life profits of £71m up 22% at constant rates of exchange 

Life and savings new business increased by 22% at constant rates of exchange 

Shareholders' funds increased by 6328m to 64,814m 


Commercial Union pic 

Commensal Union pfc.Sc Befell'*, I Uadenhaft, London, EC3P3DQ. TO: OI71 283 7500 Internet bnptfwww. commcmd-iuiobGaakfca 

The directon of Commercial Union accept responsfriliiy for tbe above information relating TO Commercial Union.' Tb tte 
best of the knowledge and belief of such directors (who have taken all reasonable care to ensure that such fe the case), 
sidi information is in aaurdance with the facts and does not anil anything likely to aflea the impon of such information. 



General Accident 


RESULTS - FIRST QUARTER 1998 



Operating profit before tax of £63 million 


General business underwriting deficit of £103m (1997 : £42m) affected by 
632m increase in severe weather costs and competitive trading conditions 

Life profits of £36m up 12% 

Life and pensions new annualised premium income increased by 25% 
Shareholders' funds increased by 6186m to £3,967m 


General Accident pic 

General Aoddent pic, Pitheavlb, Perth, Scotland PH20NH Tel: 01738 621205 

The directors of General Accident accept reymsMity for the above information relating to General Accident. Tb the 
best of tbe knowledge and belief of such directon (who have taka aU reasonable care to ensure that sudi is the caseb 
such information kin accordance with the facts and does not omit anything likely to affect the impoct of such information. 
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equities 


EURO PRICES 


CURRENCIES & MONEY 


Europe rallies on Wall St stability Z 


SYNTHETIC EURO RATES 


CM| GMagt Ohs* Q*»bb aarge 
its oad rote rotox* « «* WTO'S 


Synthetic Bin against the dollar 

Speroro 


EUmPQW OVBFTV^^ 

l^B4> Cogoan, 

Marimts Editor 

Europe's stock markets 
rallied from Tuesday’s losses 
as investors decided that the 
strength of the dollar and 
the stability of Wall Street 
outweighed the problems of 
Asia. 

A further modest step was 
taken towards the creation 
of a single currency as the 
European Parliament 
approved the line of the 
board of the European Cen- 
tral Bank, voting for Wrm 
Duisenberg by 439 to 40. 

The FTSE Eurotop 300 

Eanriop3W Embhx: . - 

we* 


rose 3.03 to 1.227.52 while the 
FTSE Ebloc loo, which com- 
prises stocks In prospective 
single currency members, 
rase 4.47 to 1,107.26. 

The FTSE Eurotop 100 
index gained 9.68. or 0.3 per 
cent, to close at 2JB2L81 It 
was another day of subdued 
trading in the new Eurotop 
100 future on the L/Ondon 
International Financial 
Futures Exchange, with only 
28 contracts Ch a ngi n g hanrfr 

The D-Mark weakened 
slightly against the US -dol- 
lar. giving the usual lift (in 
the form of improved export 
prospects) to European 
stocks. 

Bonds were modestly 
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FTSE EUR0T0P 300 


higher, following on from a 
late rally, in US Treasury 
bonds on Tuesday, which 
took the 30-year yield back 
down below 6 per cent Yes- 
terday’s US retail sales data 
and producer prices num- 
bers did nothing to disturb 
the composure of fixed 
income investors. 

German 10-year bunds 
gained around a quarter of a 
point, ahead of today’s Bund- 
esbank council meeting. No 
rate change is expected by 
analysts. 

The sharp faD p in Asian 
stock markets, and the con- 
tinuing political unrest In 
Indonesia, may' have helped 
bonds through a “safe 


haven" effect; the same 
rationale seemed to be 
prompting investors to buy 
the Swiss franc. But equities 
did not appear to suffer any 
general Asian fall-out 

OH proved to be the best 
performing sector, with the 
recent drift upwards in the 
crude prices prompting a 
rally. Total gained Ecu &3 to 
Ecu 119.12, Elf Aquitaine 
Ecu 3.3 to Ecu 128.67, while 
Royal Dutch moved up Ecu 
05 to Ecu 52.04. 

The extractive industries 
sector fell 1.5 per cent with 
Rio Tinto down Ecu (12 to 
Ecu 12.66 after one broker 
warned of its exposure to 
Japan’s economic weakness. 
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INTERNATIONAL CAPITAL MARKETS 


UK gilts unsettled by strong wages data 


Bjr Jeremy Great in London 
and Jofap Labate fci New York 

Bond markets caught Asian 
flu yesterday, largely setting 
aside domestic short-term 
interest rate concerns, amid 
fears of a renewed bout of 
economic turmoil in the 
region and news of fresh vio- 
lence in Indonesia that sent 
most Asian stock markets 
sharply lower. 

An overnight rise in US 
Treasuries jerked European 
bonds higher at the open as 
Asian woes sent investors on 
a hunt for safe havens. 

Of the major regional 
stock markets, only Japan 
and South Korea bucked the 
downward trend and Hong 


Kong's Hang Seng index suf- 
fered its biggest drop for two 
months. 

“There's certainly a refo- 
cus on what's happening in 
Asia. There's a sense that if 
the Asian economies con- 
tinue to worsen it'll be a 
case of the western world 
importing deflation and 
lower interest rates as a 
result," said Michael Derks, 
senior market strategist at 
Nomura. In the short term, 
this would be positive for 
bonds. 

Concern over a possible 
interest rate rise by the Fed- 
eral Reserve next week has 
dissolved for now. 

Comments by Bundesbank 
officials indicating that no 
interest rate rise was on the 
agenda at today's bank coun- 


cil meeting helped maintain 
a Arm tone, although prices 
closed off the day’s highs. 

Gilts, however, were mes- 
merised by a suing of UK 
economic data and closed 
lower, unsettled by the 
release of stronger than 
expected wage data. Short 
sterling was close to six- 
week lows on the conse- 
quent revival of the interest 
rate debate. 

US TREASURIES pushed 
higher on the release of posi- 
tive news on the infla tion 
and consumer demand 
fronts. By early afternoon 
the price of the benchmark 
30-year Treasury bond was g 
higher at 1Q2JS, sending the 
yield down to 5.946 per cent 

In the shorter-term sector 
of the market three-year 


notes soared 3 to 100 &, 
yielding &£91 per cent the 
day after the final auction of 
the three-year. 

Ten-year notes also 
advanced, by £ to 98ft. yield- 
ing 5.676 per cent while two- 
year note gained £ to 100&, 
yielding 5l572 per cent 
Retail sales rose 0.5 per 
cent in April, following no 
c hang e the month before. 
inflation remained well con- 
tained, with the producer 
price index rising 0 J? per 
cent in April 
UK GILTS rode a roller- 
coaster of mixed UK eco- 
nomic data. They opened 
higher but were soon 
knocked back by a surprise 
jump in average wage earn- 
ings growth to 4.9 per cent in 
February from 4-5 per cent 


in January. Together with 
jobless figures showing the 
unemployment rate at an 16- 
year low of 48 per cent the 
data reignited wage inflation 
concerns. 

“It’s left one with the feel* 
mg that it’s not necessarily a 
done deal that the interest 
rate cycle has peaked." said 
Stephen Hannah, head of 
research at Industrial Bank 

of Japan. 

The Bank of England’s 
quarterly Inflation report, 
also released yesterday, did 
nothing to suggest that there 
would he a rate cat this 
year. It said the Bank expec- 
ted inflation to stay close to 
its per cent target over 
the next two years. 

"The tone was very much 
one of being cautious in 


terms of the upside risks to 
inflation, rather than point- 
ing to the downside risks for 
the economy said Steven 
Andrew, gilts strategist at 
Merrill Lynch. 

The June gilt future set- 
tled at 108.07. some 0 stt basis 
points Iowa*, in healthy trad- 
ing volume of 80.000 con- 
tracts. In the cash market, 
the gilt spread over bunds 
was unchanged at % basis 
points. 

GERMAN BUNDS traded 
off the day highs hat still 
ahead after US producer 
price and retail sales data 
failed to knock them out of 
their current trading range 
Of L0&60 to 107. 

The June hand future set- 
tled 030 basis points higher 
at 106.75. 


ADB issue generates 
strongly differing views 


ty Edward Luce 
and Utaceat Botaad 

The international bond 
markets went into overdrive 
yesterday, with senior bank- 
ers taking strongly differing 
views on the Asian Develop- 
ment Bank's global offering. 

The $2bn issue, lower than 
earlier talk of $3bn to $4bn. 
g e ne ra ted fierce controversy 
be t w ee n the three lead man- 
agers and those that failed to 
pick up the mandate. 

Nomura and Morgan Stan- 
ley. joint leads with SBC 
Warburg Dillon Read, said 
the deal had performed well. 

with particularly strong 
demand from Asian and 
some US accounts. 

The five-year bond, which 
was priced to yield 27 basis 
points over the benchmark 
Treasury, was comfortably 
tile largest bond offering by 
the ADB to date. 


However, the issue was 
affected by the negative fall- 
out from events in Indonesia 
and South Korea in recent 
days, said some syndicate 
heads in London. 

“The ADB is arguably a 
better credit than the World 
Bank," one official said. “But 
the fact that it has Asian in 
its title is counting against it 
in these conditions." 

The bond, part or the 
$9.5bn the ADB plans to 
raise this year to help 
finance its contribution to 
regional rescue packages, 
was priced about six basis 
points wider than the World 
Bank's five-year benchmark. 

Officials at the lead man - 
agers said there had been 
some flow-back of paper 
after launch bat accused 
rival investment banks of 
trying to undermine the per- 
formance of the bond by tak- 
ing short positions. 

Peter Baton, head of fund- 
ing at the ADB. said the 


bank was happy with the 
deal's performance. It had 
scaled down the offering 
after taking soundings from 
the market, be said. 

“Some of the glitter has 
gone from these recent $4bn 
jumbo bond Issues," Mr 
Balon said. “Our aim is to 
offer bonds that clear the 
market" 

INSTITUTO CREDITO 
OFICIAL, the Spanish state 
development bank, launched 
the first dollar global bond 
by an issuer from Spain, 
with a tibn 10-year priced to 
yield 37 basis paints over the 
relevant US Treasury. 

The size had been 
increased from 5750m “on 
strong demand and priced at 
tbe tight end of the range", 
benefiting from the scarcity 
of European sovereign 
paper, said officials at JP 
Morgan, joint book-runner 
with Goldman Sachs. It was 
the first ICO Issue available 
to US investors. 


New international bond issues 
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COUNTRYWIDE HOME 
LOANS, the US mortgage 
institution. Issued a $400m 
five-year bond targeted at 
European investors after a 
long roadshow. 

An executive at Lehman 
Brothers, joint lead with 


Merrill Lynch, said 30 per 
cent went to French inves- 
tors. 25 per cent each to Ger- 
many and Italy, and 20 per 
cent to the UK. with 45 per 
cent bought by banks. 30 per 
cent by funds and 25 per 
cent by money managers. 


HMV, the music retailer, 
brought a two-tranche high- 
ylelder raising S125m and 
£135m. Tbe sterling tranche 
was priced to yield 498 basis 
points over the relevant UK 
gilt, at the wider end of tbe 
450bp-500bp Indicated range. 


NEWS DIGEST 


PHARMACEUTICALS 

Croatia completes sale of 
remaining stake in Pliva 

The Croatian government yesterday completed the sale of its 
remaining stake in Pliva. the pharmaceuticals group, raising 
$238m in the final tranche of the company's privatisation. 

Shares in Pita, issued as GtobaJ Depositary Receipts to be 
listed in London, were priced at $16.60 for international inves- 
tors. with Croatian Institutions paying Kc529.i8 a share. The 
GDRs. five of which represent one share, dosed at SI 6.80 in 
London trading yesterday. 

A small tranche of shares reserved for domestic retail inves- 
tor, me first time this had been done m Croatia, met with a 
somewhat muted response. The tranche was sold at a 10 per 
cent discount to the institutional price, which was set at mar- 
ket level. Altogether, the domestic retail and institutional 
tranches raised $33m of the total proceeds. 

Borislav Skegro, Croatia's finance minister, nevertheless 
said the domestic retail tranche showed “widespread support” 
for the privatisation programme. The government is keen to 
develop a retail share market to lend popular support to 
future privatisations. 

The total Pliva stake on otter was 17 per cent, with the gov- 
ernment selling its Ml 14 per cant stake and the European 
Bank for Reconstruction and Development salting a 3 per cent 
stake to cut its holding to 8 per cent. 

The deal completes the first big Croatian privatisation and 
increases the free float of Pliva shares to same 54.5 per cent. 
The state no longer holds shares directly, although public 
pension funds retain big holdings, as do Croatian banks. 

Pliva is the biggest pharmaceuticals group in central 
Europe, with a market capitalisation of about $1.7bn. 

Vincent Boland 


CZECH REPUBLIC 

Komercni Banka raises $200m 

Komercnl Banka, the biggest Czech bank by assets, has 
made a $200m subordinated bond issue to raise its capital 
adequacy as it struggles to increase bad debt provisions 
ahead of Its planned lull privatisation. 

The 10-year Issue, which has a call option after five years, 
was priced to yield 350 bads points over five-year US Trea- 
suries. Credit Suisse Fust Boston, which lead-managed the 
issue with J.P. Morgan, said it had been bought equally by 
US and European institutional investors. 

Komercni said the issue, which had been postponed from 
last year because of the downturn in world capital markets, 
was the largest of its kind by a financial Institution from cen- 
tral and eastern Europe. Ceska Sporiteina, the country's sec- 
ond largest bank, is due to follow with a simitar bond of the 
same size later this year. 

The issue wfll raise the bank's BIS capital adequacy ratio by 
2 percentage points, to 11.21 per cent Komercni’s capital 
adequacy ratio has suffered as it has raised provisions for Its 
non-performing loans, which have Increased to around 30 per 
cent of total loans. Robert Anderson, Prague 
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EMERGING MARKET BONDS 
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BOND FUTURES AND OPTIONS 
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CURRENCIES & MONEY 


Pound rebounds as UK earnings jump 


markets ^ 

By Stem Kuper 


The pound rallied yesterday 
on signs that UK inflatio n 
might not be dead yet. How- 
ever, the currency gave up 
most of its strong early 
gains, suggesting that senti- 
ment remained poor. 

The dollar crept higher 
against the yen as the ftgnir 
of Japan again did not inter- 
vene for its currency. The 
outlook for the yen and Asia 
remained bleak after further 
bloodshed and riots in Indon- 
esia, and India's test of a 
nuclear device. The Indone- 
sian rupiah fell to RpU.200 
against the dollar. Talk that 
China might devalue contin- 
ued, as did attacks on the 
Hong Kong dollar. 

The Canadian dollar ^rp** 
under attack after the Rapit 
of Canada said that current 
levels of interest rates would 
probably be “broadly appro- 
priate” for the next six 
months”. Jean Chretien, the 


Canadian prime minister, 
reinforced the meaaagn "We 
would like rates to stay low 
because we have low infla- 
tion, ” he said. But with the 
C a nadian economy growing 
nicely, investors had been 
expecting a rate rise before 
too long. The central bank 
intervened in the market 
several times yesterday to 
defend its currency. 

The pound closed in Lon- 
don at DM2305, half a pfen- 
nig up M the day. The dollar 
firmed slightly to DML778 
against the DMark and to 
Y134LO against the yen. The 
Australian dollar fell 035 
emts against the US dollar 
to 50.629, a new 12-year low. 

■ The chorus of Bundes- 
bankers rejecting rate rises 
has become rfnafenmg Yes- 
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terday Olaf Sievert and 
Hans-Jfirgen Krupp, both 
council members at the 
bank, joined the throng. But 
their remarks dented the 
D-Mark only slightly, 
because the market has 
heard it all before. 

■ The Bank of England 
Specifically said that if aver- 
age earnings grow faster 
than 43 per cent it cannot 
meet its inflation target mi 
the medium term. So when 
earnings in the three months 
to March rose 43 per cent 
year-oit-year, their fastest 
since the market took 
notice. The fall in the unem- 
ployment rate also suggested 
inflationary dangers. Short 
sterling futures contracts 
dropped, with the December 
1998 contract losing 5 basis 
points, to reflect hi^ier pros- 
pects for interest rates. 

HOwever. a subtle shift in 
the debate over interest 
rates seems to have taken 
place. Investors continue to 
wonder whether base rates 



have peaked. Increasingly, 
however, they are t»T*dbg 
about the next rate cut. 
Parts of the Bank of 
England’s Inflation Report 
yesterday will have encour- 
aged them. The Bank 
reduced its forecasts for 
inflation, partly because of 
the economic slowdown. 
This helped explain the 
pound's fall later in the day. 
But the Bank also warned 


that if the pound kept fall- 
ing, inflation might rise. 

■ The market is discounting 
a Norwegian rate rise. The 
sole mandate of Norges 
Bank, the central bank, is to 
keep the krone steady, and 
so the currency's fall to a 
10-month low against the 
D-Mark is likely to prompt 
some action. The krone 
slumped from NKr4.184 to 
NKr4.196 against the Ger- 
man currency yesterday, as 
investors worried that the 
revised 1998 budget due 
tomorrow would do too little 
to restrain economic growth. 
Norway has so far avoided 
raising rates for fear of 
boosting the krone, but this 
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stance could create inflation. 

ABN-Amro noted yester- 
day that the krone has now 
fallen through 103.0 an its 
Ecu index. In the past. 
Norges Bank has raised 
rates at that level. 

■ Tomorrow's Group of 
Eight summit in Birming- 
ham, the UK, will have to 
say something nice about 
the. yen to stall the present 
run on the currency. Inves- 
tors want to know whether 
the US stands with Japan for 
a stronger yen. 

However, Michael Scarla- 
tos. currency strategist at 
Bankers Trust in New York, 
said the US Treasury is 
unlikely to back a rise in the 
yen against the dollar. With 
the US economy growing at 
full pelt in the first quarter, 
he said, the Treasury needed 
a strong dollar to quell infla- 
tion. Otherwise. US interest 
rates would have to rise - 
and that would upset far 
more voters than the strong 
dollar does. 
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COMMODITIES & AGRICULTURE 


Push for further cocoa market liberalisation 


By Gary Head 

The International Cocoa 
Organisation, which since its 
foundation 25 years ago has 
presided over the steady 
growth of the cocoa market, 
is helping the biggest pro- 
ducers to shift towards 
greater liberalisation. 

The ICCO has succeeded 
in raising $TTm in finance 
for a three-year project to 
investigate ways of improv- 
ing cocoa marketing and 
trade in Cameroon, Ivory 
Coast and Nigeria, and facili- 
tating an orderly progress 


towards more liberalised 
cocoa markets. The African 
region accounts for two- 
thirds of global production. 

“This project will start in 
October, now it has been 
approved by the Common 
fund for Commodities- We 
have to ensure that the pres- 
sure for liberalisation of 
cocoa production and mar- 
keting in these countries is 
not at the cost of several cru- 
cial factors,'’ said Edouard 
Kouamg, the ICCO executive 
director. 

Nigeria was the first west 

African country to liberalise 


Palladium 
prices surge 


MAR KET S RETORT 

By Kenneth Gooding, Robert 
Cordne and Gary Mead 

Palladium prices reached 
Dew highs after surging in 
late European trading. The 
metal touched $393 a troy 
ounce at one point before 
easing back to close in Lon- 
don at $380 an ounce, up $52 
from Tuesday’s close or 
more than 15 per cent. 

Underpinning palladium's 
record price is the lack of 
exports so for this year from 
Russia, the world's biggest 
producer, with no indication 
as to when the bureaucratic 
wrangling that is holding up 

exports will end. 

Dealers said yesterday's 
surge was caused by New 
York investors who had sold 
palladium short - in the 
expectation that prices 
would foil - having to cover 
their positions. 

Oil prices were hjt by 
bearish inventory data from 
the US and a Venezuelan 
statement that was inter- 
preted as a rejection of any 
early moves towards a new 
round of global production 
cuts. 

In late trading on Lon- 
don’s International Petro- 
leum Exchange Brent blend 


for June delivery was quoted 
at $14.84 a barrel, down 27 
cents on Tuesday's close. 

An earlier move to higher 
prices was reversed after 
Luis Giusti, head or Petro- 
ieos de Venezuela, the state 
oil company, said several 
more weeks were needed to 
judge the Impact of the 
global cots agreed in April 
by the Organisation of Petro- 
leum Exporting Countries 
and leading non-Opec 
producers. 

American Petroleum Insti- 
tute figures also helped push 
prices lower as they showed 
US demand for gasoline to 

be r unnin g at lower than 
expected levels. 

Cocoa futures flagged on 
both the London Interna- 
tional Financial Futures 
Exchange and the Coffee. 
Sugar and Cocoa Exchange 
in New York. 

Liffe’s July contract dosed 
£3 Higher at £1.144 a tonne, 
amid thin volumes - just 
2399 lots were traded, while 
on the CSCE the July con- 
tract was $11 down at mid- 
day at $1,722 a tonne. 

Coffee trading on Liffe was 
equally slow: with just 1,823 
lots changing hands, the 
July contract ended at $1,873 
a tonne, $33 Higher than the 
previous close. 


its cocoa industry, in 1988- 
The Nigerian government 
dismantled the Cocoa Board 
overnight, in the context or a 
seriously deteriorating 
macro-economic situation. 
The result was that although 
farmers received much 
higher prices, quality control 
plummeted. More than a 
decade later Nigerian cocoa 
has still not recovered its 
premium price position. 

Cameroon also attempted 
to free its cocoa production, 
with a similar outcome to 
Nigeria - poor marketing, 
broken contracts and low- 


quality beans. The biggest 
producers. Ivory Coast and 
Ghana, have so for done rel- 
atively little to liberalise 
their cocoa regimes. 

The greatest impetus to 
dismantling state-run cocoa 
marketing boards usually 
comes from international 
donor agencies, such as the 
World Bank, which argue 
that a free-market system 
increases farmers' incomes. 

In Ivory Coast, the world’s 
biggest producer, the Caisse 
de Stabilisation - a version 
of a marketing board - has a 

number of functions, lnctud- 


Nicaragua heads 
back to the land 

Leaders believe the key to recovery lies in 
the rural sector, writes James Wilson 


T he tiny, war-ravaged 
country of Nicaragua is 
taking issue with the 
century’s great mantras. 
Many countries have long 
identified development with 
the growth of their cities but 
Nicaragua's National Rural 
Development Programme 
publishes a ma gazine called 
•To the Country’ - and the 
phrase could well serve as 
the nation's rallying cry. 

No one Is suggesting a 
mass emigration from the 
cities, but Nicaragua's lead- 
ers believe the key to contin- 
ued economic recovery lies 
in the rural sector and are 
making agriculture a corner- 
stone of their bid for growth. 

A “return to the land” was 
one of the four components 
of a national emergency pro- 
gramme outlined last year, 
while Nicaragua's recent 
agreement with the Interna- 
tional Monetary Fund - 
which produced $1.8bn of 
support from the interna- 
tional aid community — also 
places a firm emphasis on 
rural development 
President Arnoldo Ale- 
mfm, a former coffee sector 
leader, says his country, one 
of the poorest In the western 


mg setting export prices, 
selling some of the crop 
directly, and exercising qual- 
ity Control- 

While the cost to formers 
and taxpayers of running 
such marketing organisa- 
tions is a burden, the ICCO 
is keen to see that their dis- 
mantling does not lead to 
the same problems that 
occurred following Nigeria’s 
and Cameroon's reforms. 

The money raised by the 

ICCO will be used to develop 
ways of introducing freer 
cocoa markets without sacri- 
ficing quality. 


“In previous liberalisa- 
tions. the quality of beans 
dropped because many new 
buyers, operators and 
exporters entered the mar- 
ket, often without much 
competence. In Cameroon’s 
case, its went from a 
premium to a heavy dis- 
count,” said Mr Kouame. 

Much of the money will be 
spent therefore, on develop- 
ing proper warehousing for 
the storage of beans; on 
training quality control 
experts; on providing form- 
ers with access to global 
market information; and on 


ensuring that farmers and 
exporters understand the 
importance of transparent 
dealing and contractual 
integrity. 

According to Mr. Kouame, 
such reforms are vital. 
World cocoa stocks have 
declined from 1.565m tonnes 
in 1990-91- to an estimated 
1335m tonnes in 1996-97. 
There is thus a real need to 
ensure African cocoa produc- 
tion is streamlined to keep 
pace- with global demand, 
which is now growing at 
more than 3 per cent a year 

and Is outstripping supply. 


hemisphere, can once again 
become the bread-basket of 
the region hut its recent his- 
tory has created circum- 
stances that still pose head- 
aches, and these need to be 
addressed before the agricul- 
tural sector can make signif- 
icant progress. 

Agricultural production 
dwindled in the wake of the 
leftwing Sand inis ta revolu- 
tion in 1979 and during the 
civil war of the eighties. 
Meat exports, 35m kg in 1979. 
were just 2.5m kg in 1986. 
Coffee exports were about a 
third lower at the end of the 
eighties than in the early 
years of the decade. 

Production has swung 
upwards again. Last year 
nearly 92m kg of beef and 
more than 14,000 head of live 
cattle were exported. Coffee 
production has returned to 
its level of the late seventies. 
Sesame and peanuts have 
become important crops. 

These is still ample poten- 
tial The government identi- 
fies 3.6m hectares of viable 
agricultural land, of which 
less than 20 per cent is 
under cultivation. The 
PNDR is helping farmers 
improve breeding stocks. 



Nicaragua’s agriculture sector is still suffering the effects of the 1980s crriS war and land 
reforms. Hera, workers' chHdr en on a state farm at the height of the Sanrfinista period 


and is providing access to 
markets, with more than 
1,000km of rural roads built 
or remade in 1997. 

Loans from the Inter- 
American Development 
Bank aim to improve pro- 
duction quality and shore up 
agricultural institutions. 
Chief among the obstacles to 
quicker growth, however, is 
the tangled web of property 
claims left by the Sandro- 
i etas' land reforms. 

Large holdings were expro- 
priated and co-operative 
farms set up. Half the area 
under cultivation was trans- 
ferred, said Alvaro Herdocia 
of the United Nations Devel- 
opment Programme, but few 
wDl invest In land whose 
ownership is still in doubt 

A law passed last year set 
out a limit of 18 months to 
award titles to owners of 


small properties, but critics 
say this is unrealistic. 

Another vital part of stim- 
ulating production is to rein- 
tegrate civil war combat- 
ants, the last 2,000 of whom 
were demobilised last year. 
Aid from bilateral donors 
and the UNDP is funding a 
$l2m project to build homes 
and give land and credits to 
combatants* femiiips. 

“This project is a big step 
to make the country peace- 
ful and to allow economic 
growth.” said YamiMh Bon- 
illa. minister of social action, 
bat so for. less than 40 per 
cent of combatants' families 
have fond tftipg hampering 
access to credits. 

A further barrio' for small 
producers, according to Dan- 
iel Nunez Rodriguez, presi- 
dent of the National Agricul- 
tural and Cattle Rearing 


Association, is lack of credit 
to buy fertiliser and seed for 
the pl anting season. 

Nicaragua’s agreement 
with the IMF includes clo- 
sure of the loss-making 
National Development Bank, 
which was the chief source 
of loans for formers. But Mr 
Nfifiez Rodriguez says farm- 
ers know little about the 
Rural Credit Fund that win 
replace the hank 

With the fund still not set 
up. and commercial bank 
loans too expensive, “more 
than 100.000 producers are 
without access to credit”. 

“Property, credit policy 
and rural security need to be 
sorted out so that producers 
can make headway. The 
minimum that W6 ask of the 
government is that our 
people can work in peace.** 
says Mr Nftfiez Rodriguez. 


Pemex to 
overhaul 
three oil 
refineries 

By Henry Tricks fo lte dm City 

Pemex. the state-owned 
Mexican oil -monopoly, has 
invited bids from local and 
international companies for 
a major overhaul of three oil 
refineries it expects to gener- 
ate investment of over. $1 bn. 

The long-awaited tenders 
for the building of 23 new 
plants and modernisation of 
11 others are part of a plan 
to eliminate Mexico's depen- 
dence on imported gasoline 
by 2001 and increase refining 
capacity of sour crude, 
known in Mexico as Maya. 

The refineries are in Tula, 
in the central state of 
Hidalgo; Ciudad Modern, In 
the north-eastern state of 
TamauUpas; and Salamanca, 
in the central state of 
Querfctaro. 

Pemex Refinacida. the 
refining arm, said the pro- 
jects would increase gasoline 
production by 74,000 barrels 
per day and diesel output by 

33.000 b/d. and cut produc- 
tion of high-sulphur fuel oil 
by 105,000 b/d. 

Pemex currently imports 

45.000 b/d of gasoline from a 
five year-old joint venture 
with Shell at the Dew: Park 
Refinery near Houston. 

It has also this year sought 
alliances with Clark USA 
Inc, a US refiner, and Mobil 
Oil of the US in a Md to find 
secure markets for its heavy 
crudes, which require expen- 
sive coking facilities to turn 
them into lighter, cleaner 
fuels, such as unleaded 
petrbL 

Last year. Pemex drew up 
plans to invest some $6bn 
between 1998 and 2000 in 
upgrading its refineries, but 
because of budget cuts in the 
wake of a slump hi world oil 
prices it was not dear how 
much of tlris investment 
would be achieved. 

In November, Pemex also 
awarded a $2.46bn contract 
to build a coking plant at 
Cadereyta in northern 
Mexico, aiming to double 
petrol and diesel output 
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COMMODITIES PRICES 


BASE METALS 
LONDON METAL EXCHANGE 

(mces Irani Amalgamated Wad Tratog) 
■ AixwMM.9ajPuarr pptrim) 


Precious Metals continued 

■ GOIO CMEX (100 Troy ou J/tray ozj 


GRAINS AND OIL SEEDS 

■ WHEAT UFFE (100 tonnes; £ par taw) 


SOFTS 

■ COCOA LTTE (10 feanet; Btantt) 


MEAT AND LIVESTOCK 

■ ME cures ME (4QJB00HK eenteffi* 


JOTTER PAD 



Ceea 

3 mttri 

Ooee 

13995-895 

1387-88 

Pievkxo 

13695865 

1392-93 

Mgh/tan 


139671 385 

AM Ofttori 

13585-599 

1387-675 

Kern dose 


1387-88 

Open kit 

Z79048 


TM Italy tanore 

39512 


■ ftll—IIH AUjOY (S per tain e) 


Ctase 

1262-67 

1281-85 

Prmtkm 

1387-72 

imsas 

HtflftCM 


129071280 

AH Offlcal 

1260-81 

1280-81 

Kerb dan 


1278-80 

Open tat 

7,196 


Tom daly tarav 

472 


■ l£AD IS per nny 



Close 

531-33 

547-48 

ftntaB 

5325-35 

548-85 

nqfctar 


549*546 

AM Official 

531-315 

546-47 

Kerb daw 


54648 

Open tat 

36538 


Total My unma 

5573 


■ HCXa (S per taanal 


One 

4900-910 

5000-5 

PitaMB 

4960-90 

5070-75 

Htarinr 


5125/4975 

AH Offietaf 

4925-30 

5030-35 

Kerb dose 


4370-75 

Open H. 

53,199 


Tatri ririy enonr 

14559 


H TM (S pa bn) 



Close 

577565 

5895-700 

Pmftu 

5760-70 

5695-700 

Hftpblmi 


5720/5690 

AM Offldal 

3780-85 

5715-20 

Kerb dose 


5695-700 

Open tat 

17529 


Total Orty wna 

3518 


■ 2MC reedri Mgft gre* (5 per Mri 

Ctase 

10565-595 

1065-66 

Prewinus 

1066-67 

1092-93 

HgtiAw 


1 10571078 

«M Official 

1065-86 

1053-925 

Kerb ctase 


1080-61 

Open nt 

63/126 


lota ttfiy tamer 

H COPPER, grade A (S 

13.463 

per tarn) 


Ctase 

1728-29 

1745-46 

PnMDua 

1722.5-235 

1736-37 

»gWlm> 


1763/1738 

AM Official 

17325-235 

174041 



Sell 

Oefe 

opn 


Sett 0»y*j 


0p» 


Sett 

Bay* 

- 

OpM 


Sett Day's 

am* ‘ 


■- -- • 


price drage HgO 

her M tat 


Mice drioga Mgb Ira 

Vri 

HI 


Price i 

rirange 

a* 

Ira Vri W 


Price t£aage Hgb Lra Vri 

lot 



My 

296.3 

+0-3 

_ 

■w 

7900 -a 75 7825 7820 

114 

169 

May 

1124 

+3 

1130 

1130 11 394 

Jta 

66550-0.175 67200 06.72510541 

38551 



Jon 

2992 

+0-3 300.7 

296.1 40.185 64595 

Jri 

7940 -075 7975 79.40 

186 

1747 

Jri 

1144 

+3 

1149 

1139 1572 30292 

Are 

69175-0550 68260 67550 4.8S 

28573 



Are 

301.4 

+02 3025 

2982 4237 14.119 

Sep 

78.00 -0.15 78.00 7850 

- 

155 

sre 

1164 

+4 

1167 

1159 625 21236 

Oct 

68.175+0225 68225 67525 2217 

14569 



Oct 

3035 

+0.4 3045 

3005 1596 6.008 

See 

8050 -0.15 80.15 7950 

229 

3207 

Dm 

1182 

+2 

1186 

1180 223 31533 

Ok 

6922+0225 59250 69500 511 

5575 



Dm 

3055 

+0.4 3065 

3022 2.034 18,118 

Jre 

8250 -0.15 82.15 B2.1S 

33 

679 

Mr 

1201 

+3 

1203 

1197 148 37578 

Feb 

70250+0250 70250 69550 270 

150 



Feb 

3072 

+0.4 307.9 

3079 328 9.157 

ToW 


593 

6578 

May 

1215 

+4 

1217 

1211 37 13.17B 

Apr 

71200+0329 71200 71500 31 

572 



Total 



48» 81571 

■ MEAT C8T ffiOOUta eric ceeMOta bWW 


Tow 




2571146,129 

ToW 

17531 

97514 1 






- ' k -•4-wl KCt.*-... 




■ PIATBUM WntfX (50 Tray az.; Stay at) 


Jri 

4025 +152 4105 3852 

3540 10528 

Oct 

399.0 +143 4000 3910 

327 

1,027 

Jm 

3955 +142 4005 4000 

4 

46 

Am 

3922 +142 3805 3805 

1 

13 

Tow 


3299 11215 

H PAUADHJH l/TMEX (100 Tray az; S/Sny oej 


Jbd 

37255 +3980 39550 33350 

754 

2596 

Sap 

300 60 +1250 30060 295.00 

372 

1.495 

Dm 

29150+1200 291.60 29150 

150 

371 


Totd 1,128 4S12 

■ SLVB1 CMP (SJOOO Tray au Catetqf gj 

Hay 561.0 -22 5560 545.0 1S2 349 

M 553.3 -32 5595 5425 23,635 46,041 

Sep 5566 -22 5596 5486 651 6.409 

DM 5576 -T.7 562.0 5*5.0 742 1268? 


Hay 287.50 +360 29900 297.00 6 2 260 

Jri 306.75 +225 308.75 30475 11284 07.774 

Sap 316.75 +225 31150 31620 3.178 1*646 

Dae 33120 +225 33320 32820 3283 25.160 

Har 34320 +365 34450 34260 711 4468 

Jri 35200 +400 363.00 35220 126 284 

TOH 20204 n*ra 

H MAIZE CUT p J00 tw ate ceaffiffitt toMA 

Hay 24125 +320 24150 23925 1105 1690 

JM 240.75 +175 251.00 24525 30,475151.423 
Sap 25590 +150 258.00 25290 1751 38787 
Dm 280.73 +1S 26100 257.75 19/490123202 
Har 268.75 +125 27050 265100 1,565 11,017 

Hay 27175 +125 Z75JX3 273.00 555 1.9DB 

TaW ffi^SGO 337306 

■ BASLE? LHC (100 tow. £ par tone) 


■ COCOA CSCE (10 tames atonaes) 

Hay 1726 -26 1748 1748 57 42 

Jul 1723 -10 1735 1715 6300 Z7283 

Si V >742 -10 1754 1735 1955 13275 

Dec 1787 -9 1777 J7BD 538 16679 

Har 1795 -9 1804 1780 404 9.530 

My 1011 -11 1020 1008 81 3283 

Trial 4387 7*7*7 

■ COCOA PCCO) (SOFTs/toone) 

Hay 12 Ptke Pnr. <hj 

Daly 1347.07 131935 

■ L01ftrLFt(5 tames Slftral 


Jta 5580 

-15 

5755 

5755 

- 16 

My 

78.00 

+150 

7650 

7650 

10 

53 

Mr 557.7 

-1.4 

5605 

5525 

21 2506 

Sep 

7550 

-025 

7550 

74.75 

2 

19 

ToW 




25255 7025 

Mr 

77.00 

-025 

7750 

7750 

41 

822 






Jw 

7950 

-028 

7950 

7900 

52 

. 115 

ENERGY 





Mr 

ToW 

8150 

-025 

8150 

8150 

17 

18 

1 

1JBB 


■ CHIDE DU. BYHEX <1.000 teneto SflOW) 


Karti dow 1745-46 

Open be 178200 

Trid daay um 56,159 

■ UK AM MUri Of rata 16363 

LWE Oaring VS ata 1.8330 

Sent 16309 3 Mbs 1KW1 Butte 151759 rtte ISIS 



Uteri 

Dqra 



(toon 


price drag* Ms* 

Ira 

Vol tat 

Juo 

15.00 

-024 

1522 

14.90 3*515 785*1 

Jri 

15.72 

-021 

16.02 

1556 33457 78319 

A°fl 

16.15 

-0.17 

16.42 

1811 

11.481 48770 

Sap 

18.45 

-0.15 

1658 

1845 

4.595 31207 

Oct 

16.71 

-059 

1657 

1871 

25*9 21595 

Mr 

i5.8a 

-058 

1750 

1686 

B58 14202 

Trial 

H CRU 

oc on a 1 

E(SA» 

IB* 


*274452240 


Uteri Day's 



ttm 


prioe ctiange High 

Lra 

Vri tat 

Jus 

1491 

-020 

1529 

14.80 10.876 20.794 

■u 

1453 

-0.19 

14.85 

1455 23268 85.161 

Are 

14 85 

-0.15 

1511 

1450 

5549 30228 

S»P 

15.17 

-001 

1521 

1558 

999 152B1 

out 

15^3 

♦0.04 

1555 

1533 

375 9515 

HOT 

1553 

+057 

15.69 

1553 

396 10573 

TOW 





ria art 

■ HEATOG OH. NYMBt (<2500 US Mfts; c/US (pfel 


Uteri 

Day's 



Op* 


[rice change Ugh 

Lra 

Vri lit 

Jta 

4250 

-038 

43.40 

4260 13531 47.180 

Jri 

43.75 

-0.36 

44.15 

4150 

6.487 30590 

Aeg 

44 75 

-0.36 

45.15 

44S 

1.757 13566 

Sap 

4550 

-0.46 

4620 

45.75 

1.338 11.759 

Od 

47.02 

-02* 

4726 

*655 

231 9.36 

Mi 

4950 

+OS8 

4855 


178 8^77 

ToW 





81223171,702 

H GAS on PE (Sffimef 





H MU GRADE COPPER (COMBQ 





sea 

nay* 




Open 

Jm 

M 


P*e 

drag* 


Lra 

Vol 

M 

Are 

MV 

77.95 

-855 

7880 

7720 

495 

IJ77 

Sep 

Jta 

7840 

-OS 

79.15 

7830 

a» 

M67 

Oct 

JM 

7SjO 

-0.70 

79.70 

7830 

am 

25L047 

Mr 

Are 

7860 

-0.70 

7870 

7870 

8 

1864 

ToW 

a* 

ns 5 

-0.70 

7960 

7 VM 

308 

fi.607 


0d 

7850 

-0.70 

7890 

7850 

£ 

1547 

■ HA 

TaW 





838 

01571 


PRECIOUS METALS 

H LOHOM BflLLKM MABSET 
(races mppiod By H M Rated*! 

BaldPrayod Spice S 

Ora 2973020640 

Opening 29605-337 J5 

MonCng ft* 29560 18 

Afternoon It 298.10 IS 

Dayi m 293BM9W0 

Day’s Lot. 35*285,70 

heron cto* 2970*29860 

Imo Ida Hat* Geld Landtag Brief 

1 worth 453 6 mortO 

2 mantra . 441 15 wort 

3 menus AX 

StwPbt (Any az. 

Sort mss 

3 nurthB 33590 

6 moeOis 337 (0 

> year 33050 

fleHC Mae $ pace 

Krugerrand 296-300 

Mac* Leri 

fewSnerign 89-72 


Soil Daj*» Open 

price drape Up Urn VM H 

132.75 ->290 13520 132S0 5.795 35.366 

136.00 -150 13750 13475 1914 11203 

137.75 -1.75 14025 13760 636 10259 

141 DO -125 14325 14050 218 11/434 

14150 -1.75 14&5Q 143.50 300 14.644 

146.00 -025 147.75 14600 561 6595 

11590133589 


■ WrnHW. flAS EE (1JB0P Mm: paw per toft 

Jon 8.900 - 8600 8500 65 12 

M 8860-8.090 9550 1840 30 15 

Trial an 1A1 

■ fMTWW BAS WH0J (105900 M48U SttmSftL) 


Spftee 

Seqrtr 

SFr equv 


Uteri QqS 



Open 

ZS7JM9M0 




price chafe ffigb 

lra 

1M tat 

29685-2373 



Jta 

8190 -0066 


8190 71538 48835 

29860 

188792 

438079 

Jri 

8245 -0.064 

2330 

8240 

5.790 28217 

299.10 

IB2J91 

443.459 

Aeg 

2300 -8057 

2375 

2500 


29960-29980 



sw 

8340 -0.045 

8400 

8330 

1,766 15580 

295J0-29SL7O 



Oct 

2380-8042 

8440 

8380 

2.187 17.167 

2978IKS830 



Mr 

2530 -0.C25 

8570 

2525 

1506 18343 

Grid Undre Rriee (to USE) 

ToW 




445BB8948 


.—453 6 mortte 411 

-.4.41 15 months _ no? 

426 

pftny oz. US eta aqubr. 
33155 54850 

33190 54745 

337 10 547.40 

33450 *<?.95 

$ price £ equw. 

296-300 1BT-184 


■ tMJ&OBl cacnref 

MTMEX (42600 US gate. ;CflJSQBfc.) 



Lata* 

Bay* 



Opn 


price 

drage 

8V> 

lra 

1M U 

Jta 

5150 

-083 

3875 

5150 18336 3955 

JW 

5256 

-Q7U 

5345 

5885 

7501 28269 

Aag 

53/40 

-050 

53.90 

53.15 

1506 17,111 

fep 

5895 

-043 

5330 

5895 

1/975 13352 

Oct 

5814 

-004 

5840 

5840 

181 4.413 

Ml 

61.30 

-0.18 

5130 

51.30 

74 1.056 

ToW 





27436108336 


HsnriaEAgcaTtumiimtacirafitabirita 

My 65490 +475 85550 85120 1/431 4103 

Jri 648.00 +440 650.00 64400 29971 68287 

Png 645.75 +525 848.00 94150 1540 15545 

SBp 631.75 +590 63320 626.00 810 4213 

Mr 62475 +5.75 62620 61050 11914 46.430 

JW 63150 +550 63400 628.00 154 2/15 

Trial 46J90144<31 

H SOTABCAD «L C8T (80 JOCHs cenWbj 

My 2180 -021 29.10 ZOTO 2.438 2539 

Jri 29/17 -ftia 2944 28.96 19,724 92.449 

Aug 2929 -020 2948 2957 2500 21/4 a 

Sep 2950 -020 29/42 2910 1,138 12.780 

Oct 2910 -007 2950 2950 892 7/446 

Dk 2994 -017 2906 29B0 4973 27,912 

TOM 32, UB 1(9005 

■ StWABEAE MEAL COT (1M tons Start 


Bay 

2035 

+25 

2045 

2000 

198 

43K 

Jri 

1874 

+34 

1875 

1830 1347 28404 

5«P 

1802 

+32 

1802 

1765 

218 

7.649 

Bev 

1757 

+32 

7745 

1728 

79 

8346 

Jta 

1717 

+32 

1700 

1700 

3 

IB 

Mr 

1677 

+32 

- 

_ 

_ 

357 

Total 





V8t 37J2B 

H UJMLL V CSCE pTfiOOts. centeflbei 


Hay 

126 5b 

-1A5 129JB 127 JB 

174 

606 

Jta 

125.15 

-0« T27.9J 12800 8055 17,415 

sre 

123.05 

-065 128® 12100 1 J502 

7,899 

DM 

120.00 

-045 12100 12000 

440 

6.654 

Her 

11700 

-035 118.75 117JM 

565 

2^75 

H»T 

11825 

-OS 11700 11850 

30a 

997 

TOW 





80*4 37,149 


«ay 

1543 

+1.7 

1558 

1504 

1^57 1,707 

H SSBAB nr CSCE (T1800GKK; oancatet 

AO* 

158.6 

4^2 

1505 

1575 

8838 19,121 

Jri 

019 

-0.17 

060 

9.1113,794 79686 

sn 

159L6 

+1.9 

1602 

1503 

1^72 13335 

Oct 

934 

-020 

9.43 

987 3JT71 506® 

Uct 

1597 

+84 

180.1 

1502 

704 M99 

Mar 

075 

-018 

088 

968 8222 2567ft 

Dec 

1684 

+88 

1685 

1603 

3J66 20886 

Hay 

081 

-017 

191 

9.77 388 3621 

TaW 





ma 13057* 

Jri 

06B 

-012 

900 

9.K 42 3677 

■ KnBnE5Ure<m tomes; £ per MR* 

Oct 

TeW 

068 

-012 

090 

804 573 4,006 
T16B4 168646 

Jm 

Mr 

1400 

SOD 

+3JJ 


“ 

3 

H corn* NICE (5OJOO0M; Ctatoltg 


Mr 1185 +65 

Apr 178.0 +7J) 1719 173.0 119 1,262 

My 1890 +79 - - - 29 

TWri 169 1^2 

H HB8HT (BFT9) UK (SIOMSt POHQ 


66.41 +058 6650 6905 7561 30505 
5950 +0.10 6940 58.75 313 1843 
7088 +905 70.77 7920 3.715 33D40 
7205 -013 *218 71.73 140 7538 
7170 -018 7270 7255 224 1208 
12551 82587 


My 

940 

+1 

940 

940 

10 

337 

■ ORMKEJOCI 

WC£ (1S600M CtaMW 

Jon 

900 

S 

901 

900 

Z7 

53 

1 



Jri 

698 

+1 

896 

895 

30 

376 

Jri 

115.15 

+125 11665 11390 1628 21629 

Oct 

1000 

_ 

1000 

1000 

12 

278 

Sep 

11625 

+125 11960 117J0 SB3 6605 

Jan 

1030 

_ 

1050 

1050 

75 

133 

Mr 

120.15 

+1.15 12090 119.10 234 4.479 

TaW 





87 

1,187 

Jta 

121.90 

+1.15 121.75 121 3S 48 1.768 


data 

Are* 





Mr 

124.15 

+1.15 12375 12369 314 1687 

on 

987 

883 





Triri 


2601 *,70 


PULP AND PAPER 

■ HILPEX 0>QX (IBS; 2* Hr &Y Amri 

Sett Day’s OpM 

pries denga ife Lm N U 

Jn 52950 -200 53000 32750 40 541 
Sap 55000 +1.00 55090 54750 « 378 
Trial 90 1,909 

HJT8HES data 
M tens CM sipptad by CHS 


Nuts and seeds Prices ftem Kanko 
London } per nvt Iranian irie t a e Mua 287 
30 raw (in afieq nsnnfly opened (ranfl; 
crop 1897 at S3500 FCA or Cffl from tan- 
Turidsh tazBfaiute 13715 and 11/13, lor 
ns* crop Indication S4J50 CFR Long 
■now wrfrlts pwnpldn seeds radeened ta 
S25D0 FOB Buigpa Voy law goods ava3- 
abte. Indian caat ie ms crop 1007 and 1998 
CFR from top riiypOera, W320 rt $6500, 
W24G st 96 £00; market doing. US 
abnsnds new crop estimate ta 550m 
pounds; standsd 5 per cant asp 1997 at 
S4£00 FAS. asp 1398 ta $4500. Argew- 
noe pssnato 3&*Z ta 3800 OP Europe far 


VDUME DATA 

Open tataeri and IbtnM dari atou fcr eoriacti 
taded oo COId. XTtiBL GST. WC£ QIC CSR 
ail PE Dade (■ n we tay h man. Vtaea & 
Ops Hast Ionic ere tori traced norths. 


H aetata raroi- 100? 

My 13 My 12 Brit ago yaar ago 

ICir 18390 16696 19915 

■ CBB RMM Britt 1967 = 10 q 

My 12 Hay 11 imbH age year 171 

rmnn 22151 - 

■ eaafeoi (Baa; 1970 = iow ■ 

My 12 My It Drii age year aga 

16481 153.84 16142 200JR 


UE WMS SWS (ta>ta| 



HlHABI 

+ 8.425 

to . 

534650 

Atatatanetay 

+40 

» 

51.700 

Crew 

+375 

to 

283,175 

Lead 

-75 

to 

1 KZ 73 

MM . 

-198 

to 

8*680 

Me 

JW 

to 

450600 

Tie 

-210 

to 

S 6 S 5 


■ lfl»H068ag(4(U«iHa;eMtoM| 

Jm 81 JITS -9121 61500 6953 ) 3,436 

Jri 60575-9700 61 JJ 50 60250 

Aag 57550 -V 125 59250 57.100 909 

flat 52900 -0809 51700 52750 248 
Dm 51100-9650 51600 51000 291 
fta 59650 - 0.475 55500 59600 58 

TaU 6967 

H PORK IHIE 5 PC ( 4 QJ 0088 : eenWal 

Mgr 56225-1000 57900 56225 225 

Jri 52925-3000 54400 52925 1.496 

Are 50575-1000 51050 90975 147 
Sep 49975 - 50250 49800 3 

Mr 41150 - 41700 41125 - 28 

Trial 1 X 70 


LONDON TRADED OPTIONS 

Strfta price $ tariri —Crib— — Pria- 


r-s . 


H mtteg {C(0 IUS EantaT»°*) 

Hay 18 PiM. day 

Coop, datty 11110 11148 

iSdayamoe 11426 11494 

■ WHITE 8PGAB LffTt SO topaea S^xaej 

Are 9SL0 -42 2674 262.4 1909 17272 

Oct 2622 -39 266.4 2620 386 11,142 

Bm 2648 -19 2694 2659 122 1972 

Mr 2687 -42 2720 2720 20 2794 

My 271.7 -17 2791 2791 100 636 

Are 2747 -32 260.4 2787 16 230 

Trial 2JM7 S3 fiS 


Pfl.7%] LIE 

4a 

Sep 

Jm 

Sep 

1350 - . 

34 

14 

75 

30. 

1400. 

11 

41 

49 

53 

1450 

2 

82 

29 

R 

■ COPPER 
<9rade A) LUE 

Jri) 

Sep 

JUB 

Sep 

1600 

148 

3 

174 

29 

1700 - . 

87 

. 21 

109 

- 63 

18® 

20 

74 

63 

115 

■ C0HCEL6FE 

Jri 

Sep 

Jri 

&p 

1B50 . .. . 

84 

120 

60 

188 

19® 

82 

1® 

88 

- 

1960 _ 

48 

99 

122 

2*7 

■ COCOA LITE 

6d 

Sep 

Jri 

Sep 

11® 

57 

87 

13 

23 

IIS 

42 

71 

23 

32 

11® 

29 

SB 

33 

44 

■ BBBtTCHDEffE 

Jin 

Jri 

Ju» 

Jrt 

1450 . .. 

22 

. 

. 

- 

15® 

5 

45 

14 

- 

15® 

- 

21 

- 

1 - 


LONDON SPOT MARKETS 

■ CSODEOtFOBbarteraQ •• -h 


Octet 

S1Z8B-19SC 

-0666 

Bert Bead feted) 

Sl 465-4.43 

6615 

Brent Bead geffi 

S14J7-462 

0.4C3 

W.T1 

S146M61X 

■0375 

■ OLFWmnsKWEpnnaliMheiyCFtKm) 

Pmriksn Grata 

SI 87-189 


Gas CB 

SI 33-135 

-05 

Heny Peri DC 

S8&GS 


toptttn 

S148-150 

-3 

JHtuei 

S147-1W 

■4 

Dari 

SI 38-139 

-16 

■ mion. gas moron) 


Bean Uurt 

065460 

-0.10 

MtalAM HIM mV W87W 


H OTHHt 



Grid (per ta* 

8296.15 

+0.10 

Sfter (pta toy az£ 

554J0C 

•1760 

Ptottsw (per buy ozj 

gawnn 

+160 

Pafadtai (per troy cn) 

837260 

rSDC 

COoper 

S36c 


Loed (US port.) 

4560c 


fn taapert 

2164c 
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ACROSS 

1 Laxge deficit in combusti- 
bles (8) 

s Fear of height overcame 
slip (6) 

9 Gone! Fired over source of 
ofi derivative (8) 

10 One sat outside, ready for 
action <6) . 

11 Looks round shop with no 
time for sights (8) 

12 Check mother's in to stay 
(6) 

14 M a n a gi n g to cope-with ego- 
ist. then lose this ability 
(2&S> 

18 Guiding principle or law 

(6.4) 

22 Ship’s chaocQfir? (6) 

23 Head off in panic! (8) 

24 Many seen keen to be thin 
(6) 

25 Angry about equipment 
getting wet (8) 

28 Staggmed by wound (6> 

27 (8) - 

DOWN 

1 Hidden near the top of the 
tree (6) 

2 Raised dole in order to take 
this paper (6) 

3 It may follow girl's train (5) 

4 Superior food on the table 

(5.5) 

8 Strange - Tories split Koine 
into Europe (8) 


7 Quest for knowledge about 
ruined arches (8) 

8 Gam e starts to deteriorate 
early - Geordle points to 
lack of respect (8) 

IS A bit of security on the side 

( 10 ) 

15 Get grime off, but it does 
leave a sandy deposit (3-5) 

16 Split between left and right 
dsnonstrated by some (8) 

17 Listeners in here managed 
to practise (8) 

19 Style or perm that’s old 
fashioned (6) 

20 Best price? No way, and get 
reprimand? (6) 

21 How waste is carried by 
container on board ship (O 

Solution 9,680 
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LONDON STOCK EXCHANGE 


Footsie shrugs off earnings scare to finish higher 
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MARKET REPORT 


By Steve Thompson, 

UK Stock Market EdBtnr 


Strong earnings and 
employment data, and a 
warning about their impact 
on inflationary pressures, 
put paid to an early burst of 
strength that stretched 
across London's equity mar- 
ket. 

Up over 43 points and back 

above the 6,000 mark within 
an hour of the opening, the 
FTSE 100 index subse- 
quently retraced an its early 
gains and fell into negative 
territory before regaining 


some of its confidence later 
In the session. 

The leading Index finished 
the session 16.2 ahead at 
5,9725. 

Once ftffnin . there were no 
problems for the market's 
medium-sized and smaller 
stocks with both the FTSE 
250 and FTSE Small Cap indi- 
ces maintaining their seem* 
ingly relentless onward 
pmrrh Both hit fresh intra- 
day anti closing highs. 

At its best, the FTSE 250 
hit an intra-day peak of 
5,794.6 before settling 9.2 up 
at a record 5,7885. 

The FTSE SmallCap. 
meanwhile, ended the day at 


a closing and intra-day high 
Of 2.748.7. up 4.6. 

Footsie's recovery came in 
the wake of US economic 
news, notably a smaller* 
than -expected increase in US 
retail sales. That news offset 
a slightly stronger than fore- 
cast increase in US producer 
prices, up 05 per cent on the 
month a gainst a consens us 
forecast of 0.1 per cent 

Sentiment In London at 
the start of the day was 
strongly positive, with deal- 
ers taking their cue from 
Wall Street's powerful per- 
formance cm Tuesday, where 
the Dow Jones Industrial 
Average finished 70 points 


ahead and only around 91 
points from its record dos- 
ing high of 9,192, reached 
earlier this month. 

One of the few worrying 
developments was the latest 
rioting in Indonesia which 
put that country's stock 
market under renewed pres- 
sure. Sentiment in Hong 
Kong also deteriorated, with 
the Hang Seng off 15 per 
cent. 

But the London mar ket's 
initial confidence was thor- 
oughly shaken by the news 
that underlying average 
earnings had risen by an 
annualised 4.9 per cent in 
February, well ahead of the 


4£ per cent consensus fore- 
cast Similarly, unit wage 
costs in the March quarter 
rose by an annualised 54 per 
cent compared with expecta- 
tions of a 5 per cent increase. 

The unemployment total 
in April fell by 17.700, much 
more than the expected 
10500. 

The market leaders gradu- 
ally gave way, finally mov- 
ing Into the red over the 
lunchtime period and post- 
ing a session low of 5349.5. 
But with the Dow pushing 
ahgari again, brea ching the 
9,200 level and looking 
increasingly likely to post a 
new closing peak, London 


mnnagprl fo ffrjlqh ttn» da y fn 
robust fashion. 

- Fund manag ers were none 
too surprised by file continu- 
ing strength of smaller, 
stocks. "Any offers of new 
Issues are being grabbed 
with both hands without too 
many questions being asked; 
it Just has to be top of the 
market stuff;" said one small 
companies specialist He also 
pointed to the latest burst of 
takeover activity in the sec- 
tor: "Five new bids today 
balanced by .three profit 
warnings.” 

Turnover in equities was 
854.4m shares at the 6pm 
count 
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Crude 
support 
for oils 


COMPMf jES REPORT 

By Peter John and HarSn Brice 


Stronger crude prices and 
broker recommendations 
gave a lift to some of the 
more embattled oQ stocks. 

Brent crude traded deci- 
sively above $15 a barrel in 
spite of the lack of momen- 
tum ahead of the next Opec 
meeting - scheduled for late 
June in Vienna. 

Also, Morgan Stanley has 
published a weighty re- 
appraisal of the ezptaatkm 
and production sub-sector 
focusing on the potential for 
consolidation. 

The broker says compa- 
nies are suffering cash con- 
straints because of low ofl 
prices and are be ginning to 
take on board the idea that 
larger is better. 

It believes Lasmo. Enter- 
prise, Hardy and Monument 
all need to consolidate in 
order to grow. And it has 
published share price targets 
of 650p for Enterprise, 320p 
for Lasmo, 70p for Monu- 
ment and 330p for Hardy. 

Lasmo was 9% firmer at 
281%p and Enterprise Oil 23 
up at 575p, Monument firm 
at 61%p and Hardy up 10 at 
258p. 

Among the leaders, BP 
was 13 up at 967p and Shell 
Transport up TA at 463y*p. 

Safeway delivered one of 


the better performances in 
the FTSE 250 as the shares 
rose 12% to 376p following its 
bullish statement. 

Results released at the 
same time gave no surprises 
given that the company had 
made a trading statement in 
February that suggested its 
figures would come in at 
about £3 75m. This 12 per 
cent fbll was overshadowed 
by the trading statement, 
which prompted investor 
interest and saw some 10m 
of the stock traded. 

Safeway said like-far-Iike 
sabwi in the first six weeks 
bad risen 6 per cart, while 
total sales firmed 9 per cent 
These data are better than 


the 4 per cent growth in the 
industry, and analysts were 
said to have upgraded their 
forecasts by about £10m- 
£2Qm to about £400m. 

Results from Sage con- 
firmed the pattern of strong 
growth among information 
technology stocks. Its pre- 
tax figures at £24m were 
about 10 per cent ahead of 
some estimates, and 

prompted upgrades of about 

5 per cent fix: the full year to 

about £4ftn. 

Gkaham Brown at Suther- 
lands pinpointed encourag- 
ing sales growth in the UK, 
good margins in France, and 
strong prospects in the US 
for State of the Art, the 
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STOCK MARKET TRADING DATA 
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accounting software group 
that Sage bought in January. 

Dre sdner Klein wort Ben- 
son's FTSE 250 team reiter- 
ated the broker's £1450 price 
target on the stock, one of 
its “te n stock s you must own 
in the FTSE 250”. Sage was 
up 45 at £2257%. 

IT st ocks were foremost 
among FISE 250 risers, with 
Micro Focus up 45 at 575p 
ahead of results today. Log- 
ics was up 102% at £18.60. 
Attention is set to remain an 
IT shares, with analysts set 
to visit CMG on Friday. CMG 
was up 82% at £28JXL 

Colt Telecom rose 142% to 
£16.82% after what it 
described as “outstanding 
first-quarter profits". 

Mining conglomerate Rio 
Unto slipped as one leading 
broker highlighted the 
group's vulnerability to any 
further slowdown in Japan's 
economy. 

The registered stock fell 13 
to 859p with Schroder Securi- 
ties warning an Rio’s expo- 
sure to any Japanese weak- 
ening of before the 
company's annoal meeting 
yesterday. 

Rio’s comments that 
“uncertainties remain con- 
cerning economic prospects 


for most of Asia” were 
expected to trigger down- 
grades. However, Rio also 
said the fell in non-ferrous 
metal prices late last year 
appeared to have been 
halted. 

W eakn ess in Asian mar- 
kets hit stocks with fer east- 
ern exposure. Standard 
Chartered fen 51% to 828%p 
with additional pressure 
from Dresdner Kleinwort 
Benson, which reiterated its 
"sell” stance. 

HSBC fell 61 to £1098 in 
reaction to the sharp over- 
night decline In Hong Kong's 
Hang Seng index. Also, Mor- 
gan Stanley issued 17.5m 
American style put warrants 
PTpn-ing nwt May. 



anglogold 


Vanguard Medtca falls 

Vanguard Medica plunged 
after it was revealed that the 
company had lost its market- 
ing. deal with SmithKline 
Beecham. 

Although it said it was in 
tttTVg with “big. big multina- 
tional drug companies” simi- 
lar in size to SmithKline 
Beecham, the shares fell 
158% to 432%p. Kleinwort 
Benson, adviser to Van- 
guard, cut its year-end valu- 
ation of 'the company from 
950p to 550p per share previ- 
ously. 

Yorkshire Group was 
heavily traded as one institu- 
tional investor sold a 3.6 per' 
cent stake, which was placed 
by Sutherlands at 215p a 
share with another institu- 
tion. Neither institution was 
believed to be among the 


company's top five share- 
holders. The underlying 
shares dosed a penny higher 
at 21Qp. 

Advertising and marketing 
group WPP was firmer at 
38lp after announcing it bad 
rgp n r fhswMxt shares fix file 
third consecutive trading 
day. ■ 

House o f Fraser lifted 5% 
to 174p in the wake of a pre- 
sentation to institutional 
investors yesterday. 

A “buy" recommendation 
. from HSBC Securities lifted 
British Energy 7% to 550p. 

F1prtTnmir< «wm p arry Vert) 

dipped 8 to 187%p after Pen- 
tair of the US said it would 
not raise its I70p-a-sbare 
offer, leaving . US . rival 
Applied Power victorious 
with its 132p fed. . 

Education .group Nord 
An g lia said Its acquisition of 
accountancy training com- 
pany EW Fact would leave it 
with a foothold in all educa- 
tion markets from nnrraiy to 
tertiary. The paper offer val- 
ues EWFact shares at ,95p. 
Its shares rose 23% to 85p, 
while Nord Anglia was down 
27% at 400p. 

A profits wanting from 
Games Workshop knocked 
the shares down 225p to 
632%p after it said fiiB-year 
figures would be “slightly 
below” maikc* expectations. 
A consensus of forecasts 
suggested a pre-tax result of 
£13m was expected for the 
year to the end of May. 

Aim-traded oil group 
Lepco was off 26% at 53%p 
after It warned that results 
for the year to December 
were “considerably below 
current market expecta- 
tions”.' 

Brings of Bath, the maker 
of stone products for the 
construction industry, fell % 
to 2%p following its 
announcement that it had 
been “hit by a short-term 
collapse in demand which is 
believed to affect others in 

this industry”. 

Churchill China also 
talked of competitive pres- 
sure, and fell 50 to 282%p. 


FUTURES AND OPTIONS 
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Anglogold Limited 

(Incarparaud in the BepdaHc of South Africa) 
(Registration nunber 0571 7354706) 


Anglo American 
Corporation of 
South Africa Limited 

(inaaponaed in the RqwMc d Soieh Africa) 
(Regttratkxi nwntwr 01 /05309/06) 

("Anglo American") 


Anglogold and Anglo American Corporation announce 
joint venture with Barrick on African exploration 


Anglogold Limited (Anglogold) and Anglo American Corporation of South Africa 
Limited (Anglo American) have announced that they have entered into joint 
venture exploration agreements with Barrick Gold Corporation (Barrick) in respect 
of Bamck's exploration properties on the African continent 
The joint venture agreement provides for the acquisition of a 50 per cent interest 
in Bamck's interest in various properties through the expenditure of up to 
US$1 5,6 million on exploration activities. 

Anglogold will acquire a 50 per cent Interest from Barrick in exploration properties 
in south Mali, west Mall, south-east Senegal, and north-east Democratic Republic 
of Congo. Based on a similar arrangement, Anglo American will acquire a 50 per 
cent interest from Barrick in its exploration property in Niger. 

The agreement establishes Anglogold as the manager of the joint venture 
properties in Congo, Mali, and Senegal and Anglo American as manager of the 
property in Niger. 

In terms of the joint venture agreement: 

- Anglogold and Barrick will each hold a 42^5 per cent interest in the Misseni and 
Finkalo exploration properties in south Mali, with the remaining 15 per cent held 
by the Government of Mali, and Anglogold will manage the exploration of the 
properties. 

- Anglogold and Barrick will each hold a 424 per cent interest in the Djetimagara 
property in west Mali, with the remaining T 5 per cent hdd by the Government 
of Mali, and Anglogold will manage the exploration of the property, in the event 
that IAMGOLD of Canada exercises its right to participate in this exploration 
property the interests of the three companies will be 28,33 per cent each, with 
Anglogold retaining management control. 

- Anglogold and Barrick will each hold a 42,5 per cent interest in the Madina- 
Foulbe and Nord-Quest Sabodala properties in south-east Senegal, with the 
remaining 1 5 per cent held tty the Government of Senegal, and Anglogold will 
manage the exploration of the properties. In the event that IAMGOLD of Canada 
exercises its right to participate in these exploration properties, the interest of the 
three parties win be 28,33 per cent each, with Anglogold retaining management 
control. 

- Anglogold and Barrick will each hold a 40 per cent interest in the Kflo-Moto 
property in north-east Democratic Republic of the Congo, with the remaining 
20 per cent held by the DRC Government, and Anglogold will manage the 
exploration of the property. 

- Anglo American and Barrick will each hold a 45 per cent interest in the Tialkam 
property in the Liptako region of Niger; with the remaning 1 0 per cent held by 
the Government of Niger, and Anglo American mil manage the exploration of 
the property. 


lohannesburg 
12 May 1998 
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Investors steer clear of turmoil-ridden Asia 


WORLD OVERVIEW 

South-east Asian markets 
were rattled by the worsen- 
ing riots and social unrest in 
Indonesia although the 
developments were ignored 
by European and US inves- 
tors, who focused on the 
announcement of US eco- 
nomic figures, writes Emiko 

Terazono. 

The worsening anti- 
government riots and 
reports of mob looting in 
Indonesia's capital depressed 


the Jakarta market by 6-6 
per cent yesterday. The 
events dragged most of the 
region lower, with Hong 
Kong down 3.8 per cent, 
Kuala Lumpur 3.7 per cent 
and Bangkok 2.S per cent. 

Turmoil in Indonesia 
seems to have come at a deli- 
cate time with investors 
becoming increasingly bear- 
ish in Asian markets after a 
rally in the first quarter. 

And while the difference 
in response , among Asian 
economies to the economic 


crisis has prompted some 
analysts to point out the 
importance of the differenti- 
ation of markets within the 
region, yesterday's events 
seemed to reveal the con- 
trary. In spite of the active 
reform programmes of Thai- 
land and Malaysia, Asian 
markets remain strongly cor- 
related, and Investors still 
regard them as one asset 
class. 

With social unrest depress- 
ing the Indonesian rupiah 
and worries mounting over 


possible political and eco- 
nomic chaos, most investors 
are expected to maintain 
their distance from Asian 
markets for the moment. 

Controversy over India's 
nuclear tests, meanwhile, 
depressed Bombay shares by 
4 per cent. This is a blow to 
many fund managers In the 
Asia-Pacific region, who 
have regarded India as a 
short-term cash haven. 

According to the most 
recent Merrill Lynch Gallup 
survey of international fund 


managers, buying interest 
among fund managers in 
Asia had declined since last 
month for every equity mar- 
ket except Australia and 
India. 

Most investors yesterday, 
however, turned their eyes 
to US economic indicators. 
Concern over a possible rise 
in US interest rates has been 
the focus of trading in 
Europe and the US over the 
past few weeks. 

Although on a one-year 
view, US fund managers sur- 


veyed by Merrill Lynch 
expect the Fed Fund rate to 
stay at 5^ per cent investors 
expecting the Fed's to raise 
rates outnumber those 
expecting a cut by almost 
two to one. 

The survey indicates US 
managers are seeking inter- 
national equity exposure in 
continental Europe. Those 
bullish on European stocks 
outnumber bears by 46 per 
cent on a three-month view, 
while on a year's view, the 
figure rises to 49 per cent. 


EMERGING MARKET FOCUS 

Bombay battered 
by bomb tests 





Economic data Dax rises on Wall St surge 
propel Dow 
above 9,200 


AMERICAS 


US shares climbed following 
the release of positive retail 
sales and inflation data, 
which sent the Dow Jones 
Industrial Average above the 
9.200 level, writes John 
Labate in New York. 

By lunchtime the Dow had 
gained 54.55. a rise of 0.6 per 
cent, to 9,216.32. The broader 
Standard & Poor's 500 was 
up 4.69 to 1.120.48. The Nas- 
daq composite firmed 6.51 to 
1,866.67. 

The day's economic 
reports were awaited with 
some trepidation, coming 
less than a week ahead of 
the next Federal Reserve 
open market committee 
meeting. But when the data 
came on line, stock and band 
markets moved higher. By 
early afternoon, the bench- 
mark long bond was up at 
102ft. yielding 5.958 per cent. 

The key figure was retail 
sales, which rose 0.5 per cent 
in April. “I think the market 
was braced for a stronger 
□umber, as much as a 1 per 
cent gain," said Bill Meehan, 
chief market analyst at Can- 
tor Fitzgerald in Connecti- 
cut. 

The producer price index 
of core inflation rose 0.2 per 
cent in April, a bit stronger 
than expected. 

Among Dow constituents. 
Hewlett-Packard rose $1E to 
$ 8 H« after the computer 
maker announced a product 
launch with software leader 
Microsoft. General Motors 
rose S 2 ft to S75f» and Wal- 
Mart added $1'» to $53 7 « after 
a recent earnings report. 

Banking stocks were 
mixed, with major money 
centre banks falling back. 
Chase Manhattan fell $1V* to 
$139' Airline stocks were 
also mixed. US Airways 
gained SI "j to S 66 |L 

Among technology shares. 
Microsoft gained $ 1 >« to S87ft 
and Sun Microsystems 


gained ?1‘4 to $43&. Bay Net- 
works shot up $3>; or more 
than 15 per cent to $27i£ on 
speculation that it could be a 
takeover candidate. Rival 
Cabletron also advanced, up 
S 1 '. to $14ft. In the semicon- 
ductor sector. Motorola 
gained $3‘,i to $59™. 

The Russell 2000 index of 
small-cap shares rose 1.03 to 
477.16. 

TORONTO rattled lower 
on currency worries after 
R ank of Canada suggested 
that interest rates would 
stay put for the next six 
months. Ignoring the early 
upturn on Wall Street, the 
300 composite index was off 
22.70 at 7,695 at the noon 
count. 

The Canadian dollar 
slipped on foreign exchanges 
as hopes for interest rate- 
tightening were effectively 
quashed by the central bank 
in its latest half-year mone- 
tary policy report. Bonds 
weakened and there was an 
immediate knock-on effect 
among equities. 

The interest rate-sensitive 
banking sector led the way 
down. Royal Rank of Canada 
fell 55 cents to C$85.80 and 
Canadian Imperial came off 
20 cents to C$50.75. Bank of 
Nova Scotia lost 50 cents to 
C$38.70. 

Golds followed the weaker 
bullion price. Barrick shed 
20 cents to C$31. In industri- 
als. Alcan Aluminium 
dipped 95 cents to CW6J5. 

Seagram, widely seen as a 
potential bidder for Dutch 
music giant PolyGram. 
added 40 cents to C$61.40. A 
strong results statement 
sent Celanese Canada ahead 
90 cents to C$27.40. 

Among second-liners. 
Newfoundland Capital was 
actively traded with 2.3m 
shares in the communica- 
tions group changing bands 
in the morning session. The 
stock added 25 cents to 
C$9.25. 


EUROPE 

Investors took advantage of 
the Dow's opening surge to 
send the Xetra Dax index 
abov e the 5, 4 00-point level in 
FRANKFURT, although the 
measure turned back in late 
trading to close at 5,372.99. 
still 64.17 higher on the day. 

Siemens, a notable under- 
performer in recent weeks, 
jumped 4J5 per cent after an 
upgrade by Donaldson Luf- 
kin Jenrette prompted 
demand from US and UK 
investors. The share finished 
DM5 better at DM117. off a 
high of DM119.70. after the 
US Investment house also 
raised its 12 -month share 
price target 

Puma, the sportswear 
manufacturer, was another 
winner, rising DM4.40 to 
DM46.50 in spite of its warn- 
ing that the Asian finanrinl 
crises were hurting its licen- 
sing business and had con- 
tributed to a sharp fall In 
first-quatrer pre-tax profits. 

Henkel closed DM3.45 
higher at DM162.15, after 
Morgan Stanley upgraded its 
share price target from 
DM165 to DM132. 

Car stocks were mixed. 
BMW recovered early losses 
to close DM64.50 higher at 
DM2.074.S0 After Tuesday's 
statement that it did not 
intend to mak e a new offer 
for Vickers' Rolls-Royce 
Motor Cars. 

VW was hit by profit- 
taking, falling DM27 to 
DM1,420 having turned back 
from a day’s best of DM1,472. 
The share was initially 
marked up on comments by 
the Vickers chairman that 
the group was likely to win 
the race for Rolls-Royce. 

PARIS ended with a flour- 
ish, bouncing off a session- 
low of 4.007.66 in the dying 
moments to dose with the 
CAC-40 index 32.43 higher at 
4,019,76. 

Total and Elf Aquitaine 
continued to drive higher, 
supported by an upbeat 
annual meeting at Total and 
gains for Brent Blend, the 
benchmark for global oil 
prices, which clawed back 
above $15 a barrel. Total 
added FFr22.00 at FFr786 and 
Elf FFr2400 at FFr849. 

Usinor pushed ahead on 


Siemens 

Share price and indm rebasad 



Feb 
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Apr 
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Sao Paulo regams losses 


SAO PAULO rallied 
modestly in early trading to 
partly reverse the previous 
day's 1.7 per cent decline. 
Blue chips mostly made 
headway in spite of uncer- 
tainly before the next round 
in the parliamentary vote on 
the government's reform 
programme. 

Telebnis added 0.6 per cent 
to RS33.10 and Eletrobras 
gained 1.6 per cent to 
RS43.70. Lending mining 
stock Cia Vale Rio de Doce 


gained 1.5 per cent to 
RS26.90. At the mJdsession 
count, the Bovespa index 
wa s up 34 at 10.832. 

MEXICO CITY fell again. 
Volume was minimal as eco- 
nomic concerns kept inves- 
tors on the sidelines. "The 
talk is nl! about the budget 
and the prospect of spending 
cuts given the parlous state 
of oil prices," said one bro- 
ker. At midsession, the IPC 
index was ofT 49.58 or 1 per 
rent at 4.762.56. 


.10 

to FFr100.8. SGS Thomson 


rallied FFr14.00 to FFr512. 
partly reversing Tuesday's 6 
per cent dip after investors 
focused on the improved 
liquidity implicit in the 
group's $L 6 bn global share 
issue. 

Financials remained ner- 
vous on interest rate worries 
and negative broker com- 
ment. J.P. Morgan initiated 
coverage of BNP. Credit 
Lyonnais and Soci 6 t£ Gener- 
ate with “underperformer" 
ratings. BNP fell FFY26.0O to 
FFr5320 and SocGen 
FFr43.00 to FFTL282. 

AMSTERDAM pushed 
higher. Retailer Ahold, initi- 
ated by Salomon Smith Bar- 
ney with a bullish “outper- 
formed rating, jumped 
FI 2.00 to FI 6440 and Fords 
Amev climbed further, 
adding Fi 3.20 to FI 128.40 
after the board of Belgian's 
Generate Bank dropped 
merger objections. 

Nedlloyd’s annual meeting 
pleased investors, sending 
the shipping leader up 10 
cents to FI 47.50 after a high 
of FI 49-50. Royal Dutch, up 
FI 1-00 at FI 115.40, was said 
to be tracking the better 
tone for international oil 
prices. 

PolyGram, where a 
full-scale takeover bid is 
widely expected from Sea- 
gram of Canada, improved 
FI 2 JO to FI 105.70. The AEX 
index ended 7.23 higher at 
1,173.95. 

ZURICH was pulled down 
by losses in a number of 
market heavyweights and 
caution ahead of tomorrow’s 
options and futures expiry. 
The SMI index fell 44.5 to 
7.582.8. 

Roche certificates reversed 
an early 2 per cent gain and 
closed 5Fr230 down at 


Johannesburg edges higher 


SOUffl (AFRICA 

Shares in Johannesburg 
rallied modestly with indus- 
trials and financials offset- 
ting a shakeout for golds. 
The all-share index ended up 
13.4 at 8.029.4 
Industrials added S1.5 to 
9.769.7 while financials 


improved 75.0 to 13.525.6. 

South African Breweries, 
down R10 on Tuesday, recov- 
ered R7.20 to R15&20. Anglo 
American slipped R9 to R267. 

Golds had a bad day, with 
Driefontein falling R1.90 to 
R33 and the golds Index giv- 
ing up 31.0 or 3 per cent at 
1.031.2. 


Jakarta dips on Suharto protests 


ASIA PACIFIC 

Further protests against 

President Suharto triggered 
heavy selling across the 
board, sending JAKARTA 
6.6 per cent lower. The com- 
posite index fell 28.47 to 
402.06. 

Student anti-government 
action, which left one person 
dead, escalated in the capital 
and tear-gas filled the cen- 
tral business district at 
times. Shares in companies 
with links to the Suharto 
family came under heavy 
pressure. 

Among losing blue chips. 
Astra fell Rp275 to Rp975 and 
Telkom RplOO to Rp3.l25. 
Bimantara. the conglomerate 
controlled by President 
Suhartos son. tumbled 
RplOO or 16 per cent to 
RpoOO. 

TOKYO rallied in late trad- 
ing after news emerged of an 
alliance between Industrial 
Bank or Japan and Nomura 
Securities, writes Gillian Tea 
in Tokyo. 

The key Nikkei 225 aver- 
age closed 2L33 ahead at its 
high for the day of 15,343-81. 
During the day it had mostly 
traded in negative territory, 
falling as low as 15.1SL89 at 


one stage The Topix index of 
all first section stocks rose 
1.7 to 1,206.56, while Nikkei 
June futures closed 70 
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higher at 15,330. The second 
section fell 1.72 to 1,298.25. 
Turnover was an estimated 
370m. slightly higher than 
the previous day's 350m 
shores. 

The main reason for the 
late rally was a wave of 
excitement about the 1BJ 
and Nomura alliance. 
Though the details did not 
emerge until later In (he 
evening, the news about the 
link reached the markets a 
few minutes before they 
Closed. It immediately 
pushed EBJ's share price up 
Y26 to Y880 while Nomura 
rose Y65 to Yi.600. The rally 
was triggered by hopes that 
the tic-up could create one of 


Japan's more formidable 
financial groups. But it also 
generated speculation that a 
wave of similar alliances 
may now be emerging 
between other banks and 
securities houses as a result 
of Big Bang deregulation. 

The day's most heavily 
traded stock was Nissan Die 
sel Motor, which fell Y27 to 
Y263. This followed a dra- 
matic surge in the group's 

share price after reports that 
Daimler-Benz, the German 
group, hoped to take a stake 
in the company. 

SINGAPORE rebounded 
from its low for the day, but 
still finished 4.9 per cent 
lower. After opening at a 
high of 1.399.17, the Straits 
Times Industrial index 
plunged to a low of 1,203.72 
in late afternoon trade as 
funds liquidated index- 
linked stocks. The index fin- 
ished 68.07 down at 1.331.98. 

Singapore Press Holdings 
tumbled S$1.50 to a low of 
S$1410 on reports that news- 
paper job advertisements fell 
for the sixth straight month 
in April, down 55 per cent on 
the year. 

SPH shares later picked up 
to close at S$14.4Q. 

HONG KONG dropped 3.8 


per cent as the escalating 
violence in Indonesia, and 
rising interbank rates at 

home, depressed the equity 
market. 

The Hang Seng Index 
dropped 372.22 to 9,469.29, Its 
biggest paints decline since 
March 5. 

Analysts noted that local 
interbank rates pushed 
higher in spite of an over- 
night denial by the HK mon- 
etary authority of rumours 
that it had instructed banks 
to limit quotes on HK dollar 
forwards. 

Rate-sensitive property 
stocks were among the hard- 
est hit issues. SHK Proper- 
ties fell HKSL50 to HK$39.7Q 
and Cheung Kong tumbled 
HK$2-60 to HK I45.IQ . 

KUALA LUMPUR gave up 
20.84 or 3.7 per cent at 54A33 
on the composite index. Most 
of the selling was said to be 
futures-inspired with the 
local May equity futures con- 
tract ending at a 4 per cent 
discount to the cash market. 
Telekom Malaysia lost 85 
cents to M$9.55. 

Power utility Tenaga was 
the day's most active stock, 
losing 35 cents to M$5.95 
ahead of tomorrow's interim 
results. 


SFrl5,475 on concerns that 
the US launch of XenicaL its 
potentially blockbusting 
anti-obesity drug, might be 
delayed. 

Novartis, temporarily 
boosted by a company state- 
ment that the European 
Commission had approved 
Exelon, its Alzheimer's drug, 
for release in all EU coun- 
tries. also turned lower, los- 
ing SFr34 at SFr2,480. 

Financials were hurt by 
renewed worries about the 
outlook for interest rates. 
UBS lost SFr3l to SFI2J572 
while SBC, its merger part- 
ner, gave up SFr4 to SFr553. 
Zurich Insurance last SFrl 02 
to SFr906. 

MILAN took a tumble late 
in the day as Wall Street 
pared its gains and the real- 
time Mibtel index finished 
249 lower at 24JJ95. 

Banks remained at the 
centre of attention. San 


Paulo climbed L672 top 
L29.880 and IMI was L841 
ahead at L33.446 after an 
upbeat analysts' meeting on 
Tuesday. 

Banca dl Roma and BCI 
Banca Popolare di Brescia, 
suspended at one stage for 
excessive gains, shot up 
L2JJ29 to L36.961 in response 
to upbeat analysts' reports. 
San Paulo di Brescia, its 
merger partner, added L601 
to L1U77. 

A L102 rise in Fiat to 
L7.998 was attributed to 
renewed talks of a search for 
a partner. 

MADRID fell back after 
market heavyweight Tele- 
fonica. a strong market in 
the run-up to yesterday's 
results statement attracted 
profit-taking. Telefonica 
shed Pta40 at Pta6,750 and 
the general index gave up 
6.08 at 852.04 

Amper rose Ptal65 or 44 
per cent to Pta3.940 on talk 
of stake-building by Telefbn- 
ica, which already owns 15 
per cent of the telecoms 
equipment group. 

COPENHAGEN moved 
lower as a direct result of 
disappointing figures from 
bio-leader and market heavy- 
weight Novo Nordisk. 

The shares fell DKr49.00 to 
DKrl,066 and at the close the 
KFX index was off 2.69 or 1.1 
per cent at 23424 


Written and edited by 
Michael Morgan, Jeffrey 
Brown, Emiko Terazono and 
Peter Hafl. 


News of India’s second batch 
of nuclear tests in three day* 
sent the country's stock mar- 
kets into a tailspin yesterday 
afternoon, with the BSE-30 
index finishing 162.37 lower 
at 3,782.76. 

Investors who had held 
their nerves on Tuesday * 
when the market fell 77 
points in response to the 
first series of nuclear explo- 
sions - turned sharply bear- 
ish on fears that the latest 
test would trigger much 
tougher sanctions from the 
US. European Union and 
Japan. 

“The market has really 
tnk-pn it badly." said Sangiv 
Sanghvi. head equity dealer 
at HSBC Batlivala and Kor- 
ani. “Nobody was ■ expecting 
a second test. People feel 
that now the world will not 
look at this as a one-off. 
which might be pardoned. 

“Now not just US but mul- 
tilateral sanctions are 
likely." he added. 

Foreign investors were 
more blunt. "They really 
screwed up this time," said 
the head of one securities 
firm in Bombay. 

The market has been on 
an emotional roller-coaster 
since trading opened on 
Tuesday, one day after the 
first explosions. Equities fell 
sharply at start of trade on 
Tuesday, but recovered in 
late trading on patriotic 
intervention by state-owned 
institutions. 

The market stabilised on 
Wednesday morning before 
slumping again on news of 
the latest tests. Shares were 
marked down on fears that 
sanctions would derail 
India's already fragile econ- 
omy. Software stocks, over- 
bought and vulnerable to US 
retaliation, were worst hit. 

This week's fells marked 
the end of the “BJP rally" - 
which greeted the electoral 
success of the pro-business 
BJP nationalist party- From 
a 52-week low of 3.164 on 
January 29, the BSE-30 index 
rose 31 per cent to peak at 
4,147 on May 5. 

But foreign investors were 
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lukewarm throughout. Net 
seLlers for the last six weeks, 
their unwillingness to sup- 
port local buying had 
already taken the steam, out 
of the rally before this 
week's nuclear teste. 

-This market is already 
fully valued, and exposed to 
events elsewhere in Asia," 
said Fergus Fleming, chief 
executive of HSBC Batlivala 
and KaranL 

He said it would be "dou- 
bly difficult" to persuade 
investors to buy In now. 
Optimists - a beleaguered 
minority yesterday - said 
the government’s display of 
jingoism would solidify its 
coalition, and enable it to 
announce a strongly reform- 
ist budget next month. 

Others suggest that India 
could be heading for a bal- 
ance of payments crisis if 
sanctions cause loans and 
portfolio inflows to dry 19 at 
a time when exports are 
declining. 

Everything seems to 
depend on whether India 
says it will sign the Compre- 
hensive Test Ban Treaty 
after alt - thus heading off 
the worst sanctions and and 
perhaps triggering a rally. 

Speculators said there 
were hints in yesterday's 
government statement that 
India might offer real con- 
cessions. Investors are , 
praying that it does, and 
soon. 
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Recommended Offers by 
BT Wolfensohn on behalf of 



Hemingway Properties PLC 

to acquire the whole of the issued ordinary share capital 
and convertible loan stock not already owned by the Hemingway Group of 

Olives Property PLC (“Olives”) 

BT Wolfensohn, a division of Bankers Trust International PLC (“BT Woifensohn") announces on behalf of Hemingway Properties PLC 
(“Hemingway 1 *) chat, by means of an offer document dated 14 May 1998 (die “Offer Document") and by means of mis adverti se ment 
BT Wolfensohn has made offers on behalf of Hemingway to acquire the wbole of the issued ordinary share capital and convertible loan node of 
Olives not already owned by the Hemingway Group and any further such shores or convertible loan stock which are unconditionally allotted or 
issued prior to the date on which the Recommended Offers dose (or such earlier date as Hemingway may determine). Terms defined in the Offer 
Document have the same meaning in this adv e r tise ment. 

The Recommended Offers 
"The Ordinary Offer 

Olives shareholders who accept the Ordinary Offer will receive 8 New Hemingway Shares for every 9 Olives Shares held by them and so in 
proportion for any other number of Olives Shares held. On die bases set our in the Offer Document, the Recommended Offers value each Olives 
Share at approximately 4Z5p and the fully diluted share capital of Olives (assuming full exercise of options under die Olives Share Option Schemes 
and full conversion of the Olives Convertible Stock) at apptommatety £28.6 million. 

The Convertible Offers 

Holders of Convertible 7_S% Stock who accept the 7.5% Convertible Offer will receive 252 New Hemingway Shares far every £1 00 nominal of the 
Convertible 7_5% Stock held by them and so in proportion for any other amount of 7.5% Convertible Stock held. 

Holders of Convertible 7.0% Stock who accept the 7.0% Convertible Offer wiD receive 207 New Hemingway Shares for every £ 1 00 nominal of the 
Convertible 7.0% Stock held by them and so in proportion for any other amount of 7.0% Convertible Stock held 
The Cash Alternative 

Olives Shareholders and Olives Stockholders who validly accept the Recommended Offers may dect to receive cash instead of all or any of the New 
Hemingway Shares to which they would otherwise have become entitled under the Recommended Offers. 

To the extent that an accepting Olives Shareholder or Olives Stockholder elects for the Cash Alternative, be will receive (ignoring the effect of 
fractional entidemencs): 

for each Olives Ordinary Stare - 40p in cash 
for every £100 nominal Convertible 7.5% Stock - £113 in cash 
for every £100 nominal Convertible 751% Stock - £93 in cash 
and so in proportion far any other amonnt of Olives Convertible Stock bdd 
The foil terms and conditions of the Reaxnmended Offers and the Cash Alternative referred to above (including details of how the Recommended 
Offers may be accepted) ate set out in the Offer Document and the accompanying Fbrtn(s) of Acceptance. Olives Shareholders and Olives 
Stockholders who accept the Recommended Offers may rely only on the Offer Document and the Forests) of Acceptance for all the terms and 
conditions of the Recommended Offers (including the Cash Alternative). 

The Recommended Offers have, by meats of this advertisement, been extended do afl persons to whom the Offer Document mar? nor be despatched, 
ta tjw ? llQtIed “ » ***“- Oliver Shares or Olives Convertible Stock. Such persons are reformed that copies 

of the Oner Document, the Form(s) of Acceptance, the Listing Particulars and die circular to Hemingway shareholders dared 14 May, 1998 {the 

lSlSS' EC 2V8EY wUeCd ° n Hou *’ 390-398 *** IGI 1NQ and from IRG pk, 23 Ironmonger 

The Recommended Offers, which have been made by means of the Offer Document and this advertisement, will initially be open for acceptance 
until 3.00 pjn. on 4 June 1998. r 

The Recommended Offers are nor being made, direedy or indirectly, in or into the US, Canada or Australia, or by use of the mails of, or by any 
meansor instrumentality (including, without limitation, facsimile transmission, telex and telephone) of interstate or foreign commerce of, or 
throughany facility of a national securities exchange in, die US, its territories and possessions, any sate of the US and the Dwrtei of Columbia (the 
,£v' C" 1 * 1 * “ Au «raha and the Recommended Offer? can nor be accepted by any such use, means, instrumentality or facility or from within the 
US, Canada or Australia. 

This ad vertisement knot being published or otherwise disaihand or sent to, into or from the US, Canada or Australia and persons reading this 
a dvertise ment (indndmg tnrstas, custodians and nominees) mist not dissibure or send this advertisement, the Offer Documenr, the Fonu(s) of 
Acceptance, the Luting Particulars, the Circular, or any related documents) to, into or from the US, Can-dia or Australia, or use the mails of any 

Tkb advertisetnenr bpubUshcdon behalf of Hemingway and has been approved by BTWcdfcncohn, which is regulated in the United Kingdom by 
The Securities and Futures Antbonry Limited, solely for die purposes of Section 57 of the Financial Services St 1986, ^ ^ 

BT Wolfwohn is acting exdusMy for Haningway and no-tiaedse in conneetkm with the Recommended Offers and will not be responsible to 
M^M^tot^n^mingway for providing the protections afforded to customers of 6T Wolfensohn or for giving advke in relation to the 

The director? of Hemingway accept responsibility for die information contained in this advertisement. To the best of their knowledge and belief 

» in .a,,* fa*,™) 
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PENSION FUND INVESTMENT 

As pay-as-you-go systems crumble, 
retirement savings are seen as a way 
out of the dilemma facing 
governments. Barry Riley reports 

Nimble operators 
defy global giants 


Asset management has 
became one of the world’s 
fastest-growing industries, 
and retirement savings are 
providing one of the most 
important driving forces. 
The potential for future 
development is drawing a 
brave handful of pension 
fund managers out into the 
worldwide market place, 
hard on the heels of the glob- 
alising bankers and securi- 
ties organisations. 

Is big beautiful in this con- 
text? “We expect the middle 
tier to get squeezed as indus- 
try giants outmuscle the 
group,” suggested a report 
from Goldman Sachs’s 
investment management 
industry group last mon th 
“Global opportunities are 
extraordinary, but are only 
In reach of the largest com- 
panies," it insisted. The 
report, entitled Asset Man- 
agement in the 2lst Century, 
noted the huge potential for 
growth in Europe, where 
pension fund assets are less 
than a third of those in the 

Sane of the world's bt®est 
asset management group* 
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United States. 

Goldman Sachs, with its 
large and hungry corporate 
finance division, has a 
vested interest in promoting 
megamergers. But while a 
few global super groups are 
indeed taking shape, giant- 
ism is far from being the 
only valid business model. 
Indeed, many people argue 
that nationalism will remain 
for many years foe dominant 
force in pensions, a field that 
is dominated by narrow 
domestic considerations of 
taxation and regulation. 

Nevertheless, many coun- 
tries around the globe are 
moving cautiously in the 
direction of pensions fund- 
ing. The old pay-as-you-go 
systems are crumbling 
under the pressure of ageing 
populations: now that social 
security contribution levels 
have generally reached the 
highest tolerable levels - 
especially in Europe - the 
pensions promises are hav- 
ing to be broken. 

Funding offers a possible 
way oat Savings can be 
accumulated and invested 
today to finance the pay- 
ment of pensions tomorrow. 
Europeans are suspicious, 
but the concept is being 
accepted more readily in less 
developed countries, follow- 
ing the precedent of Chile in 
the 1980s. In territories rang- 
ing from Mexico to Hong 
Kong and Australia compul- 
sory funded schemes have 
been established. In the 
United States, too, where 
massive savings have 
already been accumulated in 
occupational and persona] 
pension plans, there is an 
active lobby to extend 
market-based fUnding' to 


social security. If contribu- 
tions can be invested to 
achieve historical returns 
the fhture benefits will be 
much greater than can be 
achieved either through pay- 
as-you-go or through partial 
funding with government 
securities. 

Marshall Carter, »*Tinirnv*n 
and chief executive officer of 
State Street Corporation, 
believes that a restructuring 
will happen within five 
years. It would amount, he 
riatmn, to “a major strength- 
ening of social security". 
And it would s&ve to boost 
the very low national 
savings rate in the US. 

The positive outlook for 
funding has encouraged a 
wave of international consol- 
idation of fund managers, 
led by the Americans and 
the Swiss. Last winter’s $5bn 
acquisition of the UK’s big- 
gest pffnnnn fund manager. 
Mercury Asset Management, 
by Merrill Lynch was said to 
be specifically aimed at 
exploiting the potential for 
growth in Continental 
Europe. 

The recent merger of UBS 
and SBC into United Bank of 
Switzerland has created the 
world’s biggest asset man- 
agement grouping, at mare 
than $900bn. Zurich Group, 
Axa and Barclays Global 
Investors have also trodden 
the acquisition trail. Several 
US giants such as Fidelity, 
Capital Group and State 
Street Global Advisors, how- 
ever, have preferred to 
expand through organic 
growth. 

The UK, despite its histori- 
cally powerful position in 
global asset, management, 
has been on the receiving 
















end ctf much of this corpo- 
rate activity. Kleinwort Ben- 
son Investment Management 
paid the price last yean it 
lost its global role (and its 
name) when it was squeezed 
between the American and 
German elements within 
Dresdner RCM Global Inves- 
tors. 

But how much reality is 
there in this dream of global 
management? There is cer- 
tainly a demand for global 
investment skills - but is 
there really any advantage 
for companies with invest- 
ment operations in many 
countries? Often the biggest 
groups - such as axa, say - 
really amount to a collection 
of ring-fenced national asset 
pods. 

Mercury’s sell-out followed 
its long-time failure to break 
into the US and buiid a 


global business on its own. A 
remaining global contender 
in London, however, is the 
Prudential Corporation sub- 
sidiary Prudential Portfolio 
Managers which runs 
around $200bn in various 
countries. 

“We are operating as an 
integrated global firm now.” 
insists Rodney Dennis. 
PPM’s managing director. 
The Pru has developed an 
equity capability at its US 
offshoot Jackson National 
Life. But it bas gaps in Con- 
tinental Europe, and a void 
in Japan. 

However, Phillips & Drew 
Fund Management, the third 
biggest UK pension fund 
manager, which for years 
was a stand-alone subsidiary 
of UBS, will continue to be 
separately managed now 
that it comes under the con- 


trol of Brinson, the Chicago- 
based manager formerly 
owned by SBC. “There is 
more value to be retained by 
keeping the business sepa- 
rate," insists Paul Meredith. 
PDFM’s chairman. “We 
asked ourselves the ques- 
tion: what’s best for the cli- 
ent?" 

Meanwhile, there are 
plenty of vigorous smaller 
fund management organisa- 
tions in Europe which con- 
test the idea that clumsy- 
global giants will dominate 
their business. The Swiss 
private bank Lombard-Odier. 
for example, regards itself as 
a “nimble mid-sized player”. 
According to Ronald Armist, 
managing director of the 
international office in Lon- 
don, Lombard-Odier “has the 
ability to vote with its feet 
rather than get stuck with a 


big percentage stake”. 

The institutional frame- 
work of pensions is chang- 
ing, too. In the past the big 
business has either been in 
large, defined benefit corpo- 
rate schemes, or in pooled 
schemes run through insur- 
ance companies. The US 
(and to some extent the UK) 
have, however, seen an 
important shift towards per- 
sonalised plans based on 
mutual funds. Ibis trend bas 
been spearheaded by the 
401(k) employer-sponsored 
plans which have been so 
popular in the US. 

Internationally, though, 
the very latest shift seems to 
be towards big, centralised 
pensions providers which 
are given special govern- 
ment licences - a concept 
first developed in Chile. The 
Labour government in the 


UK. for instance, is develop- 
ing proposals for “stake- 
holder" pensions which will 
have to comply with rigid 
rules on structure, costs and 
investment risks. 

This appears to be playing 
into the hands of the index 
fund managers which can 
deliver standardised prod- 
ucts at low cost. And 
because the indices have 
been so buoyant such prod- 
ucts have been performing 
well and appear attractive - 
at least until the next stock 
market crash. 

In the end, the success of 
the big global managers will 
depend upon their ability to 
find and exploit economies 
of scale. The use of technol- 
ogy will be a crucial part of 
this, and index managers 
have the most obvious scope 
for making sheer size work 
in their favour. But even 
they will struggle if each 
national market requires the 
separate development of 
highly specialised and dedi- 
cated systems and products. 

Have the Americans mis- 
calculated in thinking that 
the world will become a sin- 
gle market for financial 
products, just like the 
United States? They can cer- 
tainly see new opportunities 
opening in previously closed 
markets such as Japan. But 
fond managers outside the 
US are generally taking a 
more cautious line. 

This applies to individuals, 
anyway. The leading pension 
consultants Watson Wyatt 
recently held a London semi- 
nar for investment managers 
and polled them on whether 
the organisations repre- 
sented had global aspira- 
tions. To tempt them. Wat- 
son Wyatt floated its 
projection that the global 
savings market would 
expand from &SL2bn in 1997 
to $40£bn in 2001 - the dom- 
inant feature being a dou- 
bling of pension fund 
inflows. 

Some 43 per cent of man- 
agers wanted to be truly 
global But only 34 per cent 
of individuals present 
wished to be part of global 
organisations, and as big a 
proportion said they would 
rather work in boutiques. 
The persuaders at Goldman 
Sachs, it seems, still have 
some work to do. 
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UK MAHAGEBS » by Barry Riley 


Second-liners take on the big boys 




Industry leaders 
have to repair 
their battered 
records as rivals 
gather 


Top 25 segregated pension tad managers (at December 31 JT997) 
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Old ones, new ones, 
neglected ones: suddenly a 
whole group of second-line 
pension fund managers is 

competitive with the for- 
merly dominant market 
leaders, as Mercury Asset 
Management, PDFM and 
Gartmore struggle to hold on 
to their client bases. 

Although a high degree of 
concentration within the 
pension fond management 
business is nothing new (and 
the leaders have changed 
over the years) the market 
share of the top managers 
has attained extreme levels 
in recent years. The consul- 
tants who control the man - 
ager selection process 
became more and more 
uneasy at the thought that 
the tap few firms might hit a 
crisis. 

At the end of 1997 the 
share of the aggregate funds 
in the Top 25 table con- 
trolled by the leading four 
active managers - the three 
already mentioned, plus 
Schroder - hit 57 per cent 
slightly above the 56 per 
cent of the year before. 
Including the dominant pas- 
sive manager, Barclays 
Global Investors, the share 
of the top five has reached 66 
per cent 

But the trend towards con- 
centration has almost cer- 
tainly now peaked. Not just 
one but three of the top four 
have hit performance trou- 
ble. Meanwhile. Morgan 
Grenfell, which was the 
great hope of the consultants 
in seeking diversification of 
manager risks, has been stal- 
led by its internal manage- 
ment scandals of late 1996, 
when irregularities were dis- 
covered in the unit trust 
division, although its invest- 
ment performance for pen- 
sion fund clients continues 
to be good. 

The keenness of some of 
file consultants to promote 
new managers was shown in 
March when SocGen Asset 
Management won a £lOflm 
UK equity mandate from the 


Mercury Anetttanaeswrt - 65,780 S*t7I 2*4 - 1«9 1ZJ7 m&O Ufi00-.\1TJ3 

Sdnxlwhws9MDtUnaBemmf' ' ! S430Q 4*200 2*5 364 323 18*880 87,80) 

TOM . 30,198 4*049 *5 357 337 . 5*840 S*0» . - M 

Barclays GfabdkNettn . - -34,025 - 27,293 2*8 420 351 29*237 22*779 308; 

fiatnwretaBstn^jggMgawnt .... 3*999- 80,117 29 1QB3 IW 46,175 4*fflB 73 

Morgan SertM AasstMaiagem^t 17.999 16^54 10* Mffl 172 '87,640 ‘ 6*00 X2 

FoE^SOoMaiitifedonai 17.4W ' 1*3» in ' » . « 2*192 2*898 « 

HI S»H08l Asset MwatRfflSrt 11,700 1*960 &8 40 48 3*509 3*S» ft* 

Ptudeo&tfyaftibMnagas _ 11,288 *544 1*3 - SI 44 11*699 9*700 _ 383 

Bailing InrealmatfMaiaocnMnt.. ' 7,833 *119 ' -14.1 7S 87 8*923 S*BB3. . '*9 

BalisGHori ; *583 *4*2 1 A 59 98 1*287 11,942 ' .18* 

HSBC Asset Mteagsnent _ *035 *286, 14. 2 . .229. 211. 1*548 1*494 4*8 

Baring test MangjamBt. . *798 *874 -1E5 58 7! 2*954 . 2*6H - -74) 

M&ehwstroent Management *568 *082 ' 11a 38 37 17,449 1*719 TUJ 

ItewtmlnvesmOTMarMOenK^ •' *Q80 *483 -*0 48 69 10,700 1*200 43 

Fkfeity Pensions teageraart - *970 *2M 7*8 25 17 38*000 80*000 .. TJX 

Jupiter Asset Man^wneS . 3*84 *270 183 24 29 *787 - *280 28* 

J P Morgan knestmart Managenwri *262 *239 4*7 35 26 16*955 121,900 2ZX 

Henderson kwestbra *476 *172 1*0 45 48 1*228. 1*526 1*8 

Qflffcdlfaft^fc»BSmieilt6qto • *452 *354 42 35 38 1*061 . 1*199 115 

Cazenow Fate Wanageniant " " 2/n *335 *9 kT 68 *588 *3H 5*3 

Legti&fienBtelrinstmertMats^nMnt *305 *314 -*4 965 785 57264 434*3 3L8 

CU Matey 2^38 1,305 7L8 1C 9 17,000 1*000 1X3 

DrestteerBCMQotatlwesters' . *124 1,901 11.7 64 57 1*800 1*600 * U 

2WB6C0 .‘1,641 1,747 54 37 37 11*000 5*900 1C7-5 

Tot* 35*487 311X80 117 *749 *180 1311,146 *44*795 25* 


Devonport Royal Dockyard 
Pension Scheme, after a 
“beauty contest" arranged 
by consultants William M. 
Mercer. 

SocGen is a start-up 
backed by the French bank 
Society G6n6rale and with a 
top management mainly con- 
sisting of disaffected Morgan 
Grenfell and Mercury Asset 
Management executives led 
by the controversial Mrs Nic- 
ola Horlick. Its success 
seemed to defy all the indus- 
try assumptions that a solid 
track record is essential to 
win pension fund business. 

Mercer’s Andrew Dyson 
explains: “When we are rat- 
ing managers we are looking 
at the forward prospects. 
You might see trustees dedi- 
cate a small proportion of 
the assets to what might 
seem to be a more specula- 
tive choice. Our job is to 
keep searching for opportu- 
nities and present them to 
clients.” 

Most consultants are now 


promoting the idea of multi- 
manager specialist struc- 
tures, perhaps including 
index-tracking as well as 
actively-managed funds, 
rather than the traditional 
use of one discretionary bal- 
anced manager (possible two 
or three for the biggest 
funds) which clients have 
been attracted to in the past 
There is controversy, how- 
ever. about whether the con- 
sultants are promoting a 
troublesome solution which 
will boost their own pros- 
pects for future advisory fee 
income. 

What went wrong last year 
for the top managers? There 
is no simple answer, though 
in essence they seem to have 
been so busy tra cking each 
other that they lost touch 
with some admittedly 
strange shifts in the equity 
markets. PDFM, in particu- 
lar, went off on a limb with 
an extreme investment strat- 
egy. masterminded by its 
notoriously bearish invest- 
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meat director Tony Dye. Yet 
Gartmore’s figures were 
actually worse, and it sits 
uncomfortably at the very 
bottom of the five-year per- 
formance table. 

Mercury ran into big trou- 
ble with its pooled fond, its 
only shop window given that 
it refuses to publish “house” 
median performance num- 
bers. The pooled fund 
returned only 12 per cent in 
1997, against a pooled fund 
industry median of 16.6 per 
cent. The problems also 
affected its Mercury Select 
team which runs foe biggest 
balanced funds, and clients 
such as Sainsbury have been 
vociferously critical. 

PDFM, which is shortly to 
change its name back to 
Phillips & Drew, has the 
advantage that many of its 
clients are also bearish, and 
anyway are used to its dis- 
tinctive value-based style. It 
has lost few Clients so far. 
“We are consistent whereas 
a lot of people have thrown 


the towel in,” says Paul 
Yates, marketing director. 

A general problem is that 
active London managers 
have traditionally focused on 
findin g value and growth 
among mid-range stocks, 
and were caught by surprise 
when the biggest blue chips 
raced ahead in 1997. They 
often performed more In line 
with the FTSE 250 Index, 
which returned 10.2 per cent, 
than with foe FTSE 100 
Index’s total return of 28.7 
per cent. 

“At the end of the day you 
stick to the fundamentals,” 
says David Watts, Gart- 
more’s investment chief. 
“You don't change your 
strategy just because of a 
size effect” However, Garb 
more has been losing clients 
and it is now offering a core 
index/active specialist pack- 
age as an alternative to foe 
standard balanced strategy. 

Schroder, typically, has 
managed to steer clear of the 
problems of foe other big 
manag ers, and has main- 
tained its just-above-median 
performance level It picked 
up a lot of business last 
year, and has decisively 
overtaken PDFM to reach 
second place in foe funds 
managed list 

The year’s other big win- 
ner was Barclays Global 
Investors, the leader in index 
funds. With foe active' man- 
agers trailing the indices so 
badly both in the UK and 
overseas, and the consul- 
tants recommending core/ 
specialist structure* BGI is 
set to put an a great deal 
more new business in 1998. 

Who else will gain from 
foe travails of the Big Five? 
One group to watch is the 


American* with both Fidel- 
ity and JP Morgan rising 
rapidly up foe foods man- 
aged table, and showing 
rawrfient investment perfor- 
mance. Bull markets tend to 
suit the confident style of US 
managers. They also fond to 
use more complex, process- 
drives investment tech- 
niques in which risks are 
controlled more precisely 
against sectors and stock 
size categories. This stood 
them in good stead In left’s 
liquidity-driven markets 
when the very biggest stocks 
contributed so much of the 
overall returns. 

Other US groups are plan- 
ning an assault too. Gold- 
man Sachs Asset Manage- 
ment is launching its first 
marketing exercise in 
Europe, believing that foe 
pension fond sector is due 
for a shake-up. Capital 
Group, of Los Angeles, has 
already picked up a lot of 
global equity mandates, at 
foe expense of UK managers 
who have so badly mis- 
judged the relative attrac- 
tions of foe US and Asian 
stock markets. State Street 
is a growing force in the UK 
in funds and quantita- 
tive strategies. 

Then there are foe smaller 
domestic manages* many of 
which have suffered from 
periods of erratic perfor- 
mance in foe past, but are 
now intending to take 
advantage of foe recent 
problems of foe marke t lead- 
ers. CU Motley claims foe 
best recent performance fig- 
ure* albeit on a slender cli- 
ent base. 

Among the better-estab- 
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Hshed pension fund manag- 
ers Bafflie Gifford, which is 
Scotland's flagship, has ben- 
efited from a reorganisation 
a couple of years ago.. Its 
stock selection has been 
good, and it made a decision 
to be less bearish of the US 
than foe consensus. Newton 
has simfiarly pulled its per- 
formance round after a bad 

patrh; fory i g h it mny ftnH ft 

hard to win significant new 
business for foe time being. 

Henderson Investors has 
also enjoyed a revival. It had 
some of foe best investment 
returns in 1997, and the 
merger into Australian 
Mutual Provident, may 
increase its . credibility, 
through the . addition of 
Ampam’s successful bonds 
specialisation. “We are confi- 
dent that through 1998 we 
will be winning large 
amounts of new business,” 
says Malcolm Callaghan, 
Henderson’s UK business 
development director. 

Where foe balanced fund 
returns are still not very 
good, as at Fleming or Pru- 
dential Portfolio Manage- 
ment, a tocos on foe growing 
defined contribution sector 
may help. In defined contri- 
bution schemes (DC) the 
household names have an 
advantage. “The brand is 
critical. It will be an abso- 
lute priority for us,” Says 
Rodhey Dennis, managing ' 


director of PPM. . .... 

The trend t ow ards special- 
ist mandates will also offer 
opportunities for broadly- 
based managers when foe 
balanced product is uncom- 
petitive. “We will compete in 
each and every one of foe 
specialist categories,” says 
Mr Dennis. ... 

Another Camcms old name 
worth watching is Hill Sam- 
uel Asset Management, once 
upon a time MAM’S closest 
rival when the latter was 
called Warburg. 

"Balanced management 
remains very attractive for 
clients,* says Peter Baxter, 
HSAM’s pensions chief; “but 
the competitors took huge 
risks against foe index. This 
year foe Index fund manag- 
ers are our main- competitors 
at beauty parades.” 

Foreign & Colonial bought 
its way into foe occupational 
pensions business by acquir- 
ing the old electricity indus- 
try management company. 
F&C may find it hard to 
retain all these electricity 
industry wunwiatm fop long, 
but its recent investment 
performance has been good. 

So foe competitors are 
gathering. Now foe industry 
leaders have to repair their 
battered performance 
record* The cluster of famil- 
iar names at the top of foe 
fluids managed table may 
begin tochange. 
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Bacon & Woodrow 
financial consultancy. 


leading European 


We are the UK member firm of Woodrow Miliiman, 
an international network of actuarial consulting firms 
represented in principal cities worldwide. 


We combine applied mathematical skills, actuarial 
experience and state of the art modelling to provide 
a unique consultancy service specialising in employee 
benefits. Institutional investment and insurance. 


To .find out how our expertise can help you 
make more effective financial decisions, call 
Helene Hill on 01372 733861, or visit our website: 


www.bacorvwoodrow.co.uk 
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UK DEFINED CONTRIBUTION SCHEMES > by Jane Martinson 

Contenders line uj 
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Few participants lining up 
for the horse race that is the 
UK's defined contribution 
market would dispute that 
the prize will be worth win- 
ning. But even fewer appear 
to agree what the shape of 
the course is and what type 
of animal will tri umph 

The prize 1 b a share in a 
product that is growing at a 
Caster rate than the defined 
benefit schemes which form 
the bulk of a UK pension 
fUnd market of about £650bn. 

Watson Wyatt, the UK’s 
largest pension fund consul- 
tancy. estimates that the 
defined contribution market 
will grow from £30bn to 
£70bn over the next five 
years or from 5 per of 
the total market to about 8 
per cent Greenwich Associ- 
ates, the US-based consul- 
tancy, forecasts an annual 
growth rate of 23 per cent 
until total assets under man- 
agement reach $USl45hn in 
2002. Growth rates for 
defined benefit schemes are 
predicted to be much slower. 

The reasons given Car the 
growth of defined contribu- 
tion are manlfcdd. The most 
compelling is the feet that 
the schemes, which do not 
guarantee a final payout and 
where individuals bear the. 
investment risk, offer com- 
panies the chance to reduce 
pension costs and make 
them more certain. 

They also remove some of 
the regulatory burdens 
which have been introduced 
in recent years - such as the 
minimum f unding require- 
ment which sets tight 
matching iimite for eventual 
payouts under the defined 
benefit system. 

Other reasons depend on 
socio-economic factors such 
as the growth of an increas- 
ingly mobile and flexible 
workforce which has not' 


been well served by tradi- 
tional schemes. 

Supporters also point to 
the experience of the US; 
market, where defined* con- 
tribution assets are forecast; 
to overtake those . from 
defined benefit schemes'-in 
the near future, and where 
individuals have shown a . 
willingness to take responsi- 
bility for their own retire- 
ment as it becomes increas- 
ingly obvious that the 
government will JML to pro- 
vide an adequate income. 

Against these arguments, 
however, are the very real 
fears about increased risk 
for the participants. While 
pensions lawyers have 
argued that the legal respon- 
sibilities for trustees who! 
carry out dne diligence is 
clear, few role out the possi- 
bility of future action by an 
employee, blaming a com- 
pany for a poorly {reforming 
pension fund. 

The need for greater edu- 
cation and wynmirniwitift n is 
a serious one for an occupa- 
tional pension fund Industry 
used to dealing with .a hand- 
fid of trustees and not the 
masses they actually serve. 

Roger Urwin, the head of 
investment practice at Wat- 
son Wyatt, warns that a 
combination of lower contri- 
butions from employers and. 
more, conservative invest- 
ments by employees scared : 
of taking cm greater respon- 
sibility could lead to a “dou- 
ble whammy" on future pen- 
sioners if the fledgling 
market is not handled watt. 

On top of thwip problems 
is the feet that many pen- 
sion fund managers have 
g rown up in a paternalistic 
environment and remember 
the disaster of low-quality 
defined contribution 
schemes in the 1970s and 
1980s. 

Given the soope of 'the - 
argument jt is little wander 
that defined contribution 
pension schemes have been 
called a revolution fix' the 
pension fund industry and a 
scandal waiting to happen. 

But while the debate rages 


on those making all the run- 
ning are the investment 
managers themselves. A 
study by Watson Wyatt ear- 
lier this, year found that 68 
per cent 1 of investment man- 
. agers had focused their new 
business strategies on 
defined. - contribution 
schemes. Anecdotal evidence 
' suggests the percentage is 
closer to 100. 

The race to date has been 
dominated by the largest 
defined benefit managers. 
They enjoy the advantage of 
the fed that toe trust- 
ees who pick traditional pen- 
sion fund managers are 
choosing their defined con- 
tribution counterparts and 
the same consultants are 
advising them. Mercury 
Asset Management the UK's 
leading traditional pension 
fond manager, is also cred- 
ited with being one of the 
first to spot the new opportu- 
nities. 

However, rivals expect 
this dominance to erode in a 
highly fragmented market. 
In their favour is the disap- 
pointing performance of the 
largest managers over the 
past few years. 

Philip Beale, marketing 
director of Robert Fleming 
Asset Management, says 
that this performance means 
that “the market is now 
more open than ever”. 

Among fund management 
groups ffeying their muscles 
In the fledgling market are 
US groups touting their 
experience in the home mar- 
ket, retail groups with the 
advantage of their attraction 
to the end user and insurers 
who dominated the UK’s ear- 
lier experience of defined 
contribution plans. 

The early experience of 
Fidelity, the world's largest 
manager of defined contribu- 
tion schemes, in the UK mar- 
ket disproves the view that 
it will simply follow the 
example of the US. 

The US group bad a hard 
time entering the market 
partly because of its backing 
for fiie “bundled” - or fall 
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in the US. While Fidelity 
argues that its greater exper- 
tise in this area is a central 
selling point it failed to find 
favour with the UK industry. 
Cynics point to file influence 
of investment consultants 
who run their own adminis- 
tration services. 

Fidelity, which now man- 
ages £250m for 120 schemes, 
has since benefited from 
offering investment-only 
schemes. Other US groups 
such as JP Morgan have also 
made an aggressive move 
into the defined contribution 
market 

* Fund managers with a 
strong following in the retail 
market have tended to mar- 
ket themselves on their rec- 
ognition to employees natu- 
rally worried abont the . 
pension fund process. MAG, 
the UK's oldest unit trust : 
provider, recently won the 
mandate to manage the large i 
new scheme for GUS, the ; 
retail group. i 

. The last group of competi- i 
tors to start shaping up - < 
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UK PENSION FUNDS’ PERFORMANCE » by Barry Riley 

Wall Street misread 
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insurers - have taken a rela- 
tively low profile to date. 
Rivals blame the nrmHntring 
trauma over personal pen- 
sion mis - sefflng. 

The race to win the 
defined coo tribution cup 
also includes a sideshow 
called the stakeholder pen- 
sion. With the government's 
plans still so unclear the 
main contenders are not yet 
paying the issue their fall 
attention. 

But the likely criteria - 
low volatility, low cost and 
good m*mnnn<ra ti p n — link 
the plans closely to defined 
contributions. 

There are still many 
uncertainties over the even- 
tual shape and importance of 
the defined contribution 
market in the UK. But, if the 
aggressive marketing of 
investment managers and 
the weight of economic evi- 
dence is to be believed, the 
p ension fund industry could 
look a different place not 
many decades into the nmrt 
century. 


Last year’s huge 
underweighting 
is being blamed 
on strategists’ . 
poor judgment 

Who exactly was to blame 
for last year’s investment 
performance disappoint- 
ments in British pension 
funds? The shocking short- 
fall ag ain«cf the equity indi- 
ces was most obvious in the 
figures published by Caps, 
which monitors many of the 
smaller flmds more aggres- 
sively run by external man- 
agers. 

The overseas equity return 
lagged the World ex UK 
Index total r etu rn of 39 per 
cent by an on believable 12J3 
percentage points. The short- 
fall of L6 percentage points 
in British equities - at 22 
against 23.6 per cent on the 
All-Share Index - was less 
spectacular, but still notable. 

The underperformance 
appears only slightly less 
substantial on the basis of 
figures supplied by the WM 
company. Its universe 
includes many big pension 
funds which are conserva- 
tively run. Even so, the WM 
overseas equity return 
lagged the index return by 
more than 11 percentage 

pnintq 

Does it really matter? 
Some say not - comparable 
divergencies in overseas 
equity performance occurred 
in 1967 (mhum 92 percent a ge 
points) and 1933 (plus 14.1 
percentage paints) but in the 
long run pension fand man- 
agers have modestly outper- 
formed the World ex UK 
TnAw Ove rall British pen- 
sion fund portfolios achieved 
& very satisfactory total 
return of 16.8 per cent in 
1997. according to WM. 

This was handsomely in 
excess of actuarial require- 
ments in a year when 
employee earnings climbed 
by less than 5 per cent and 
was above the 10-year aver- 
age return of 123 per cent 

On the other hand, the 


consultants John Morrell 
and Associates point out 
that the under-weighting of 
the US equity market has 
cost British pension fluids 
£20bn during the past three 
years. This is a degree of 
damage that many funds 
ill afford in the context of 
the Minimum Funding 
Requirement imposed by the 
Pensions Act 1995. 

Moreover British manag- 
ers’ misreading of Wall 
Street is beginning to dam- 
age their international repu- 
tation. WM funds had an 
allocation of only 4 per cent 
of portfolios to US equities 
last year, when u per cent 
would have been a more 
commensurate exposure on 
the basis of Wail Street’s 
weighting in the World ex 
UK Index. 

The Caps median fund, 
incidentally, had only 2 per 
cent in the US throughout 
1997. 

Another big blunder was 
the overexposure to the Far 
East excluding Japan, a 
region where markets 
crashed last year while Wall 
Street continued to boom. 

Caps funds began 1997 
with an allocation of 5 per 
cent to this region, although 
through a combination of 
disposals and share price col- 
lapses this had been cut to 
2.4 per cent by the year-end- 

Britisb pension fund man- 
agers did get one big bet 
right last year. They over- 
weighted the buoyant Conti- 
nental European markets. 

Even so. the way has been 
opened to US-based global 
managers to poach business 
by offering strategies more 
closely linked to capitalisa- 
tion weights, or possibly bot- 
tom-up strategies which 
place more importance on 
individual companies and 
sectors rather than national 
markets. 

The British managers face 
criticism for excessive reli- 
ance on top-down strategies, 
and also for dep endin g on 
value-based methods which 
have been left behind by 
global valuation shifts and 


the focus upon growth 
stocks. 

Some British managers 
deliberately take extreme 
views. PDFM, for example, 
has a standard allocation of 

zero to US equities. 

Most houses, however, are 
relatively cautious and it 
would be reasonable to 
expect that any bearishness 
about Wall Street would be 
reflected in only a slight 
under-exposure. 

So how have they wound 
up with a two-thirds under- 
weighting, which is a huge 
bet by any standards? 

Consultants are pinning 
the blame on mistakes of 
judgment by the powerful 
strategists who dominate the 
investment policy of the big 
pension fund houses. 

At Watson Wyatt's big 
seminar for fund managers 
in February, lor instance, 
the firm’s top investment 
consultant Roger Urwin 
accused the leading manag- 
ers of not understanding 
shifts in the investment mar- 
kets and of failing to pay 
enough attention to the 
downside of their own “skill 
cycle” 

The remedy, he suggested, 
was for pension scheme 
trustees to diversify their 
rlsks away from the handful 
of dominant balanced man- 
agers by also hiring index- 
tracking and specialist man- 
agers. 

Some fund managers, how- 
ever. say that the consul- 
tants are largely to blame for 
encouraging trustees to 
adopt median-related bench- 
marks. 

These peer group-related 
benchmarks give great com- 
fort to trustees. They like to 
run with the herd; but in 
1997 the herd was stamped- 
ing in the wrong direction - 
away from Wall Street 

Perhaps a crash will yet 
prove the herd right, even 
now. Bnt fund managers 
have been driven to control 
their risks against the 
median fund's strategy 
rather than against the 
global Indices. 


BENCHMARKS • by Barry Riley 
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The high risk 
tolerance of UK , 
funds has paid off 
in satisfactory 
returns 

For many years a large 
majority of British p en s ion 
scheme trustees have clung 
to the security of the consen- 
sus asset allocation, what- 
ever the actuarial argu m e n ts 
for the more specific match- 
ing of investments to labili- 
ties. 

Moreover, the “one size 
fits all" strategy of targeting, 
for instance, the WM aver 
age, has delivered highly sat- 
isfactory returns, with an 
average annual total of. 33JJ 
per cent over the past 10 
years. 

For several years, how- 
ever, WM has been featuring 
a chart which illustrates the 
linking of fund strategy, 
defined as percentage expo- 
sure to real assets, and fund 
maturity. According to the 
age profile of the scheme 
membership, it divides funds 
into three categories - 
Immature, mature and super 
mature. 

The chart shows that there 
is no connection between 
maturity and strategy except 
for a handful of super 
mature funds which have 
got the message that they 
should be matching pen- 
sioner liabilities against 
bonds. 

Two developments, how- 
ever, are likely to force a 
rapid change. First, the con- 
sensus strategy has itself 
begun to underperform, 
especially in British stock 
selection and overseas asset 
allocation. 

Notably. British pension 
funds have missed out on 
the Wall Street boom. True, 
this may only amount to a 
temporary wobble. 

The second factor is more 
fundamental. The Minimum 
Funding Requirement was 
introduced just over a year 
ago as one of the measures 
of the Pensions Act 1995- It 
will bite progressively over 
the next few years. 

Moreover. pension 
schemes must now produce 
an annual statement of 
investment principles which 
justifies each scheme’s 
investment strategy on an 
individual basis. 

The MFR is proving unex- 
pectedly restrictive because 
of the way the formula was 
designed on advice from tne 
actuarial profession. 

The actuaries toasted that 
a valuation basis for British 
equities based upon divi- 
dends should be used, Jfl* 
Uni sally this has given a less 
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volatile, valuation than mar-, 
ket price-related. formulae. : 

Unfortunately, the MFR 
has run straight into trouble 
because of the chang e in tax- 
ation of dividends in last 
July’s Budget and the gen- 
eral slowdown in dividend, 
growth because many Brit- 
ish companies, under US 
influence, are preferring to 
consider returning cadi 
through share buybacks 
rather than large increases 
in regular dividends. ' 

An urgent reconsideration 
of the MFR formula is under 
way, and any changes wiE 
probably place a much 
greater mw pHaqta on market 
values. Bo long as the mar; 
ket remains so strong this- 
will take the immediate pres- 
sure off pension schemes. 

But at fiie same tin y th e 
risks arising from a future 
stock market setback Drill 
have become much greater. 
A proposed new accounting 
standard for pens i ons may 
farther expose corapanies-to 
market volatility. 

These risks can be reduced 
by shifting a ' scheme’s 
investment strategy towards 
the MFR benchmark. For 
mature schemes this will 
mean investing a much 
higher proportion of t tbe 
portfolio in fixed Interest or 
index-linked gOts, or perhaps 
in other Mmte of bonds. - 

There is evidence that 
British funds are. moving 
slowly towards these liabili- 
ty-driven imstamised -bench- 
marks. Aggregate figu res for 
the WM All Funds' Ifiiiveree, 
which represents more than 
three-quarters erf the value of 
all British pension funds, 
show that E16Abn was taken 
out of equities in 1997 and 
£j3,7bn was added to bond 
portfolios. - 

The average allocati on to 
British bonds has risen from 
7 per cent to 12 JB per cent in 
five, years, and total equity 
exposure has drifted down 
from 80.1 to 72.4 per cant 
oyer the same period. 

All the same, there is 
potentially a long way to go 
because, according to the : 
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consulting actuaries Bacon 
& Woodrow, an average pen- 
sfiriaj scheme has only 60 per 
cent of its MFR benchmark 
allocated to equities, with 
the remaining 40 per cent 
matched to bonds. . 

But file fo rmerly high risk 
tolerance of British funds 
has paid off in terms of high 
returns, and there is some 
concern at the long-term 
cost of a reduction in equity 
allocations. 

Accordingly, some fond 
managers are trying to 
square the circle of reduced 
risk and high returns. For 
instance. Dres drier RCM 
Global Investors, the former 
Klein wort Benson Invest- 
ment Management, - has 
launched derivative-based 
products which aim to add 
an equity kicker to a core 
gilt holding. 

.Another problem with the 
MFR benchmark is that it 
n-mVc-g no. special allowance 
for overseas equities. 

This may not explain just 
why the average overseas 
equity allocation fell by 
more than two percentage 
points, or one-tenth, last 
year, as this may have had 
more to do with British pen- 
sion fund managers' aver- 
sion to Wall Street 

The need to redefine 
e qui ty asset classes is high- 
lighted, however. Last year 
there was a striking differ. 
,ence- between the perfor- 
mance of the big, interna- 
tional stocks listed in 
London and the smaller 
domestic stocks included in 
the FISB 250 and SmaUCap 
indices^ 

In Continental ’ Europe 
there is much discussion of 
the Impact of the single cur- 
rency, which will have a 
powerful effect in integrat 
tog the capital markets of 
the 11 countries which 
are expected, to adopt the 
eunx 

If- Britain adopts the euro 
within the heart few years a 
similar reappraisal will be 
forced -of the distinction 
between- British and over- 
seas equities. 
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Despite the fact that our median segregated UK pension fund achieved top quartile 
. results over 1, 3 and 5 years,* our typical UK portfolio was below average for risk over a 
three year period' In short, can you afford not to include us on your list? For more 
Information, contact Shona McLeod, Business Development Director on 0171 662 6080. 
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Short on risk. Long on results 
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WAITED STATES • by John Authers in New York 


Question of adaptation 


US lax exempt assets invested fa cross-border mandates 

Sim 


Outsourcing has 
enabled managers 
to handle several 
large corporate 
accounts 

It may seem hard to believe 
anywhere else in the world, 
but pension fund manage- 
ment has become a topic of 
mainstream conversation in 
the US. Changes in the 
structure of the industry, 
and in the demographics of 
the US population, have left 
individual savers with a far 
greater grasp and knowledge 
of how pensions operate. 

But the industry is still 
only just beginning to 
absorb how this change 
should affect the way in 
which companies should be 
managed. 

The rise of defined contri- 
bution plans, which have 
now overtaken defined bene- 
fit plans as the most widely 
held, has hastened the power 
of outsourced fund managers 


at the expense of in-house 
managers. 

From 1975 to 1991, accord- 
ing to statistics produced 
separately by the General 
Accounting Office and Mer- 
rill Lynch, the proportion of 
companies which offered 
defined contribution plans 
rose from 55 to S7 per cent, 
while the proportion offering 
defined benefits fell from 55 
to 41 per cent. 

Transparent defined con- 
tribution plans where savers 
are offered a range of funds, 
and can vary both the alloca- 
tion between the funds and 
their total level of invest- 
ment, led this trend. These 
funds, known as 401(k)s for 
most companies, after the 
section of the Employee 
Retirement Income Security 
Act (Erisaj of 1974 which 
brought them into being, 
were offered by 70 per cent 
of companies by 1991 - dou- 
ble the proportion which 
offered them 15 years earlier. 

The growth of 401(k)s con- 
tinues to be swift, with total 


assets managed by the funds 
rising from S385bn in 1990 to 
$8j7bn by the end of 1996. 
according to the Washing- 
ton-based Investment Com- 
pany Institute. 

Outsourcing through 
40i(lt)s has allowed fund 

managers to build scale, as 
they can handle several 
large corporate accounts. 
With all corporate plans 
being offered investments in 
the same funds and with 
administration from the 
same central processing sys- 
tem, the search is now on for 
economies of scale. This 
logic has underpinned a 
series of mergers in the US 
over the past year, including 
the combinations of Morgan 
Stanley with Dean -Witter 
Discover, and of Zurich 
Kemper with Scudder, Ste- 
vens & Clark. 

The 401(ki structure, 
where funds are held within 
a tax-free account, has also 
made it easier for mutual 
fund companies to build 
share swiftly, at the expense 


of traditional institutional 
managers. Mutual fund 
assets in 4011 kj plans 
increased irom $i6bn at the 
beg inning of this decade to 
$334bn by the end of 1996. a 
rise in their share of the 
market from 4 to 39 per cent 

But while mutual fund 
companies traditionally built 
their brand identities on the 
back of investment perfor- 
mance, a range of extra ser- 
vices Is now becoming 
important, as they adjust to 
the fact that their ultimate 
.customer is a risk-averse 
worker, rather than a corpo- 
rate financial officer. 

According to Nicholas 
Lopardo. chief executive of 
Boston-based State Street 
Global Advisers, one of the 
largest US pension fund 
managers, the new system 
will involve a transfer of 
responsibility and power 
which “will see each 
employee continue to build 
assets as part of a pro- 
gramme the employer spon- 
sors and a dminis ters". He 
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said; “The system will be 
□either institutional nor 
individual, but ‘instividaal*, 
with both parties having 
important roles and respon- 
sibilities.'' 

"Investor hot lines” have 
featured among the more 
obvious manifestations of 
this phenomenon. Employers 
require 401(h) managers to 
undertake education of their 
workforce. Apart from forc- 
ing the companies to pro- 
duce clear and reasonably 
understated literature, it is 
also now’ standard to make 
24-hour help-lines available 


for Investors who are wor- 
ried. or want advice. 

These seemed to prove 
their worth during the clos- 
ing days of October last 
year, when the New York 
Stack Exchange was forced 
to dose early after a Call of 
mare than 550 points in the 
Dow Jones Industrial Aver- 
age. Hie largest plan spon- 
sors reprated record volumes 
of calls from concerned 
investors. But most savers 
took no further action once 
they had discussed file situa- 
tion. and had been con- 
vinced not' to sell equity 


funds after a market decline. 

The weight on providing 
services to employe es, rather 
ih.-m simply on investment 
performance, is likely to 
increase, as pension ffind 
managers attempt to use 
their foothold as a 401(k) 
manager to offs’ a range of 
financial advice. . 

Branding has already 
become far more important 
for pension managers than it 
ever was in the past Hie 
decision on awarding a con- 
tract to a 40l(k) manager 
usually rests with a human 
resources department, but 
they will be keen to offer 
their employees a .name 
which they know and trust. 

It is not a coincidence that 
the two largest 40100 man- 
agers. Fidelity Investments 
of b< w»op . and the Vanguard 
Group of Philadelphia, are 
also file two largest mutual 
fund manag ers, with names 
which are easily recognised. 

Insurance companies are 
al go trying to retain their 
strength in the market by 
offering a broader array of 
employee benefits. For exam- 
ple, Richard Huber, chief 
executive of Aetna, the large 
Connecticut-based insurer. 


suggests there are proywos 
for cross-sdUng both health 
insurance and pension fund 
man agement both of which 
require accurate record - 

keeping. . 

But while the industry is 
booming at present, it is 
recognised that this cannot 
continue indefinitely. The 
growth in fund assets has 
been driven by demograph- 
ics, with the post-war “baby 
boom" generation now past 
their 50th birthdays and sav- 
ing heavily for retirement. In 
another 10 years, a recent 
report by Goldman Sachs, 
the investment bank, 
pointed out that this trend 
will go into reveree as the 

ba by-boomers start to retire 

and cash in their plans. 

Another cause for concern 
is that the market for large 
companies* 40l(k) plans is 
maturing, and providers are 
now focusing on smaller 
companies, whose plans will 
probably be more costly to 
administer. And in compa- 
nies which had a 40i(k). only 
78 per cent of employees 
bother to contribute - which 
suggests the industry’s edu- 
cation efforts have further to 
go. 


JAPAN • by Gillian Tett in Tokyo 


CONTINENTAL EUROPE • by Debbie Harrison 


Reform or face a crisis Time bomb is still ticking 


The pension 
system will be 
unable to cope 
with a rapidly 
ageing population 

Philip Colebatch, president 
of Credit Suisse Asset Man- 
agement. does not mince his 
words. “Japan is now close 
to number one for us glob- 
ally [for asset management 
business]." he says, explain- 
ing that his company’s Japa- 
nese assets under manage- 
ment have increased by 
about 50 per cent to Yl^OObn 
over the past year. “The 
opportunity here is just phe- 
nomenal” he adds. 

It is a message that many 
western fund managers are 
echoing this summer, as 
Japan embarks on its long- 
heralded Big Bang deregu- 
lation of its financial sector. 

For though It remains 
unclear whether Big Bang 
will deliver serious change 
in the banking world, pen- 
sions is already proving to 
be one of the fastest areas of 
change. Indeed, even before 
Big Bang starts, the propor- 
tion of money managed by 
□on-traditional pension fund 
groups has risen sharply 


over the past year, creating 
new opportunities for non- 
Japanese groups. 

And. as the Japanese econ- 
omy stagnates and deregu- 
lation gathers pace, the 
signs are that this surge will 
continue. “We expect to see 
continued high growth." 
argues Hiroshi Nakagawa of 
Intersec. “It’s an exciting 
time.” 

The reason for the growth 
is clear. Japan’s population 
is now ageing fast by 2025 it 
is projected that more than 
one quarter of the country's 
population will be over 65. 
But the country's current 
pension system is ill-suited 
to cope with the demo- 
graphic shift Consequently, 
a pension crisis looms, 
unless there is radical 
reform. 

The problem has arisen 
because at present there are 
two main groups of pension 
schemes in Japan. Public 
pension schemes provide a 
minimum pension for the 
population as a whole. Com- 
panies and industry associa- 
tions also run additional 
pension plans, which tradi- 
tionally have been managed 
by Japan's vast life assur- 
ance companies and trust 
banks. 


Leacfing managers of specialist Japansse equity portfolios for 
European pension fund efients 
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Both of these schemes face 
deep problems. On the pub- 
lic pension side, the demo- 
graphic shift means that the 
current scheme will not 
have sufficient funds to meet 
the current liabilities with- 
out a significant rise in taxes 
or national debt. 

Meanwhile, the corporate 
schemes appear grossly 
under-funded. As David 
Asher and Andrew Smithers, 
two independent economists 
point out, the proportion of 
private sector workers cov- 
ered by such corporate 
schemes is similar in Japan 
to the UK and US. However, 
the assets are a mere sev- 
enth of the size. 


And though the level of 
under-funding is difficult to 
measure through Japanese 
accounts, the balance sheet 
of the 24 companies which 
file US accounting state- 
ments suggests the shortfall 
is around 40 per cent or 
more. “This discrepancy sug- 
gests serious under-fund- 
ing,” they conclude. “The 
real situation is likely to be 
even worse than this data 
implies." 

This under-funding could 
have a painful impact on 
corporate balance sheets and 
could create a huge social 
security burden for the pop- 

Contmoed on page 6 
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This is the last year in which you can start a PEP. 

Last year’s experience indicates that you could be 
much better off investing sooner rather than later, if 
you’d invested £6,000 in the average UK Growth unit 
trust on 7th April 1997, your investment at the end of 
the tax year would have been worth £7,578*. Of course, 
you need to know that you're investing in a PEP which 
has excellent potential for growth. 

The SocGen UK Growth PEP is managed by a team 
of some of the City's most successful UK equity 
specialists including Nicola Horiick and Peter Sea brook. 
Their aim is to deliver index-beating performance for 
investors whether the stockmarfcet is rising or foiling. 

investors have the 




with assets of more than £238bn. 

You can invest in the SocGen UK Growth PEP from 


security of knowing just £50 per month or with a lump sum of £1,000 to 
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that SocGen Asset 
Management is 
backed by Society 
G6n€rale, a leading 


£ 6 , 000 . 

For more information on the SocGen UK 
Growth Unit Trust and PEP, talk to your financial 
adviser, return the coupon or call us free on the 


international bank number below quoting reference FT14/05. 
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The shape of things to come 
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For the countries 
with the most 
generous state 
pensions, radical 
surgery is needed 

The European pensions 
market is undergoing a 
period of development trig-, 
gered by the most significant 
demographic and social 
changes since the second 
world war. 

The classic hallmark of 
the post-war welfare state 
was the “pav-as-you-go" 
(PAYG) pension system, 
throughout Europe, where 
the national insurance or 
social security contributions 
of the working population 
pay for the pensions of the 
retired gene ration 

Today the economic and 
social arguments in favour 
of PAYG appear seriously 
flawed. In most European 
countries, populations are 
ageing so that the number of 
young workers coming into 
the workforce is no longer 
enough to maintain a bal- 
ance between the size of the 
workforce and the size of the 
growing number of elderly 
people drawing benefits. 
Moreover, the disintegration 
of the extended family 
means that pensioners often 
need more state help for 
their long-term care needs. . 

Over the past decade most 
governments have raised 
their state pension age, 
lengthened the contribution 
period and reduced benefits. 
For some this will suffice for 
a while but for the countries 
with the most generous state 
pensions, more radical sur- 
gery Is required. 

In Germany, the state pen- 
sion scheme is in deficit to 
the tune of some DMlObn. In 
France and Italy the only dif- 
ference between deficit and 
bankruptcy for these 
: schemes Is the governments’ 
willingness to continue to 
bail them out through addi- 
tional subsidies. 

The problems are not con- 
fined to the European Union 
countries. Russia and 
Ukraine are considering 
plans to close the state pen- 
sion scheme completely, 
while Kazakhstan has 
already implemented a pro- 
gressive replacement of the 
state scheme by a new pri- 
vate, mandatory system. 

In Hungary and Poland, 
parliaments have voted for a 
mixed system. In Romania, 
the government is also 
adopting this approach. Here 
the atm is to combine a 
reformed PAYG system with 
a mandatory private system 
and a regulated voluntary 
private system 

The principal arguments 
for retaining a reformed 
PAYG system as one of the 
pillars of the new architec- 
ture is diversification of risk. 
In the emerging economies 
at least, the risks Inherent to 
the wholesale construction 
of capital market institu- 
tions. combined with the vol- 
atility of their small securi- 
ties markets, creates a 


Poptriatioa and peoskHi assets in Europe 
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strong political argument 
against a radical shift to an 
exclusively private system. 

The transition from state 
to private-funded pensions 
will be slow and will incur 
considerable costs because 
workers will need to redirect 
pan of their national- insur- 
ance contributions to their 
own plans, thus reducing the 
contributions available to 
pay the current pensions 
bill Several pmgrg in g econo- 
mies have used funds from 
the privatisation of state 
industry to cover the transi- 
tion costs but this is not an 
option in many of the devel- 
oped European countries. 

Moreover, the introduction 
of funded private pensions 
win not in itself ensure ade- 
quate universal provision. 
Giovannni Tamburi, of 
Geneva consultants Policy 
and Research Europe 1 , 
warned: “In the EU coun- 
tries, the crucial issue at the 
aid of the century will not 
be shortage of capital but 
shortage of work. Despite 
the availability of large 
financial assets, both domes- 
tic and accessible in foreign 
capital markets, about 12 per 
cent of the labour force is 
unemployed.” 

Nevertheless, the move 
towards funded pensions is 
expected to open up Euro- 
pean capital markets and to 
encourage governments to 
relax investment restric- 
tions. Historically, the com- 
pulsory investment in gov- 
ernment bonds of the bulk of 
pension and life assurance 
funds has been used in many 
European countries - and 
elsewhere - as a means of 
shoring up notional debt. 

Fund managers in the 
more developed markets - 
the uk, Netherlands, Ireland 
and Switzerland - expect to 
see a rise in the number of 
cross-border mandates for 
pension funds, particularly 
for specialist services which 
might not be available 
locally - for example, inter- 
national and regional equity 
and bond funds. 

The European Commission 
is studying ways to break 
down taxation and invest- 
ment barriers for pension 
funds. At present, about 90 
pa* cent of the EcuiJOOhn 
($l,3G8bn) invested in pen- 
sions in the EU is concen- 
trated in the two largest 
markets - the UK and the 


Netherlands - where private 
pensions, funds represent 
almost 80 per cent and 90 per 
cent respectively of the gross 
domestic product 

If similar funds were to 
grow in the other BU mem- 
ber states, this would 
increase tha total size -of the 
market to an estimated 
Ecu5,000bn ($5,450bn) which, 
the European Commission 
hopes, would achieve the fol- 
lowing: 

■ Reduce the pressure on 
pay-as-you-go (PAYG) 
systems. 

■ Reduce the costs for 
employers. This is on the 
assumption that a 1 per cent 
increase in returns could 
lead to a 2-3 per cent reduc- 
tion in the employer’s labour 
costs. 

■ Provide capital for indus- 
try. growth of the economy 
and jobs. 

The success of the invest- 
ment strategy in generating 
returns is crucial. At present 
restrictions stiff exist which 
hamper investment manage- 
ment freedom. 

For example, in Denmark 
there are rules which 
restrict the amount that can 
be invested in equities, to 
1996, tiie equity market was 
buoyant and managers 
might have bees expected to 
invest more in this asset 


class^ In the event, as the 
value of their equity holding 
increased through a rise in 
stock value, they were 
forced to dislnvest to comply 
with the rules. . . 

The freedom of funds to 
invest overseas is also criti- 
cal since in several Euro- 
pean countries, including 
Ireland and the Netherlands, 
toe value of domestic pen- 
sion funds exceeds stock 
market capitalisation. In oth- 
ers - Denmark. Switzerland 
and the UK. for example - 
these assets represent more 
than 60 per cent of gross 
domestic product 

But the introduction of 
funded pension schemes and 
plans alone, without eco- 
nomic growth, will not pro- 
vide good pensions. Divyesh 
Hindocha of consultants Wil- 
liam M Mercer commented 1 : 
“The transfer of the pension 
burden from the state to the 
private sector will not, of 
itself, defuse the pensions 
time bomb. For pensions 
expectations to be fulfilled, 
the additional savings gener- 
ated by the pension funds 
will have to generate new 
wealth, not just bid up the 
prices of existing assets." 

L Global Armors Strategies, published 
by Pbtanaal Tima Finance. Teb 0171 
ass ass * 2 WOtem M Mercer. Euro- 
pm Pension Fund Managers Guide 
1397-9Z TtL‘ 0171 232 9121 
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Talk to 
the people 
who 

practically 
wrote it. 

Km Quadrant is generally recognised 
as the world's feuding innovator ut rhe 
fieid of Tactical Asset Allocation. 

The assets for which we provide 
quantitative investment manage man 
have grown more than fivefold in 
the last five yeais. 

If you'd hkc to know mote about 
how we could add value to your 
own Investment programme. caQ 
BiD Goodnfl on 0171-973 0972. 


FIRST ■ 

QUADRANT 

85 Jennyn Street. London SW | Y MD 
Tel: 0171-973 0972 Fax: 017 1 -973 s 100 






• rriagygg: 









*> 


X 

% 

* 

1 

V 

x 
\ 
Vi '• 
<; 
a 

y 

t- 

V 


■*. 

v‘ •’--. 


r » 


!** ** * 

3S&* 




*3 



mr 




Sft : 


j- '{ 


tv V; 




8WW* 


'i'-'if.'. 


» Si#: 


V-f •;- 


i- 




•- .Vi-* 


■VrJ-.j 




■<•*. Ji 


9 




It 

■r 

r- 

« 

e 

t- 

e 

i- 

a 

y 



’* , C ' r • 






5 'V; , 




V" v - 




1&- \Zik %_' 'Ju'M x \ 

v v r. vf- £ 

-. i x \ w- ■ , t < v y \ > ' 1 

J r ,; & \i \ A- 


v * 






v* 






i»\ £*,a V' 1 * 


















iB&l 






>-'--yrV,- 






£ ft 


•-V 






: .-4i^‘ r. 








3 \’-JF ''*' 






isflUfflS'.rKi* h/v-'.-' 


d 

b 

r 

a 

0 

•f 

y 

t 

0 

J 

l. 

f 

I- 


s 



i 



FORT IS 

• Solid partners, flexible solutions 



Breryone has goals In life. Some went maximum security;’ others prefer taking some risks. Fortis has more than 35,000 employees to help you achieve them. By offering financial solutions to 
suit your personal or business needs: For new and for ttfelutufcFroni an insurance policy to a good pension. In savings or investments. Wherever you see our logo, you'll find solid partners 
. with flexible solutions. For individuals ^ companies, latgeor small. Visit Forts on the internet at wwwJbrtls.com or call for more information, m the Netherlands, call: 31 ,0)30 257 57 77. 
In Belgium, call: 32 (0)2 220 8453. Forts is active In Bjrope. the United States, Asia. Australia and the Caribbean. Fords. Insurance. Banking. Investments. 
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6 PENSION FUND INVESTMENT 


THE WORLDWIDE FUNDING REVOLUTION * by Martin Wolf 


Oldies cause revolution 


Making the 
transition to 
private funding is 
tricky, but not 
impossible 

A global revolution is 
occurring in pension provi- 
sion - one led by the devel- 
oping countries. For this 
there are two reasons: Erst, 
traditional pay-as-you-go 
(PAYG) public pension 
systems have, in general, 
been managed far more inef- 
ficiently and are even closer 
to unsustainability there 
than in high-income coun- 
tries; second, the relatively 
more advanced countries of 
eastern Asia and Latin 
America are about to experi- 
ence - and the transition 
countries of central and east- 
ern Europe have already 
experienced - the same age- 
ing of their societies as high- 
income countries. 

The pension revolution In 
developing countries is not 
yet universal Singapore and 
Malaysia Introduced compul- 
sory retirement savings pro- 
grammes during the 1960s. 
But these, while important 
in raising national savings, 
were monopolies that contin- 
ued to invest the bulk of 


their assets in government 
liabilities. The true pioneer 
was Chile, which set up a 
system of competing private 
funds allowed to invest In a 
wide range of assets, as long 
ago as 1981. 

By now, Chile's example 
has been followed by a large 
number of Latin American 
countries. Plagued by low 
national savings and a his- 
tory of fiscal profligacy, 
these countries have been 
under particularly strong 
pressure to reform. 

In eastern Asia, the exam- 
ple of Malaysia and Singa- 
pore is being followed by the 
new Thai government, 
which has announced plans 
to introduce a compulsory 10 
per cent pension fund tax on 
civil servants, employees of 
state enterprises and work- 
ers in large corporations. 
More important still is 
China, where the need to 
shift the pension burden 
from state enterprises and 
the desire to improve finan- 
cial intermediation come 
together to put pension 
reform high on the govern 
meat's agenda. 

In centra] and eastern 
Europe, countries are grap- 
pling with the malign combi- 
nation of high western Euro- 
pean rates of ageing with 


low post- communist 
Incomes. To make matters 
worse, early retirement in 
the immediate aftermath of 
the collapse of communist 
regimes has pushed the pen- 
sion burden to extraordinary 
levels. 

In Poland, for example, the 
cost of retirement and disa- 
bility benefits already 
exceeds 15 per cent of gross 

domestic product, compared 
with an average of 13 per 
cent In western Europe, 
while social security contri- 
butions are 45 per cent of the 
wage bill. This frighteningly 
heavy burden - forecast to 
reach 22 per cent of GDP by 
2035. without reform - has 
caused Poland to introduce 
substantial reforms. For sim- 
ilar reasons, reforms have 
also been introduced in Hun- 
gary, where implicit pension 
debt equals 200 per cent of 
GDP. The same is true for 
several other countries in 
transition. 

The options available to 
reformers were laid out in a 
comprehensive analysis of 
ageing by the World Bank 
(Averting the Old Age Crisis, 
1994). It argued that security 
in old age should rest on a 
combination of three pillars: 
first, traditional public 
PAYG systems: second, com- 


pulsory funded schemes, 
usually, but not always, 
based on defined contribu- 
tions; and, third, voluntary 
defined benefit schemes. The 
reformers have either added 
the second and third to the 
PAYG system, or abolished 
the latter altogether. 

Choices made by eight 
Latin American countries 
are shown in the table. 
Chile, Mexico, Bolivia and El 
Salvador have closed their 
PAYG systems, which have 
been replaced by m anda tory 
private funded systems. 
Peru, Colombia, Argentina 
and Uruguay have merely 
added voluntary private 
ftrnded systems to the PAYG 
system, as have Hungary 
and Poland. 

Making the transition to 
private funding is tricky, but 
not impossible. If the PAYG 
system is wound up, the 
implicit pension liabilities of 
the scheme must be made 
explicit and transferred to 
the new private schemes. 
This creates a big jump in 
visible public debt. This 
implicit debt can be very 
huge: in Uruguay, it was 214 
per cent of GDP in 1995; it 
was 142 per cent in Mexico 
in 1994. Yet, if the PAYG 
scheme is not wound up at 
once, current contributors 
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have to pay the pensions of 
retirees under the PAYG 
scheme while making contri- 
butions to their own funded 
scheme. These problems can 
be mitigated, though not 
eliminated, by reducing the 
generosity of PAYG prom- 
ises. 

Shifts towards a private 
funded system are still very 
recent, except in Chile. But 
the longer-term implications 
are demonstrated by what 
has already happened there. 
Total assets at the end of 
last year were $32JJbo. 44 per 
cent of GDP. Elsewhere, 
assets were Ear smaller: 2 A 
per cent of GDP in Argen- 


tina, 2.1 per cent In Peru and 
L3 per cent in Colombia. But 
the potential for farther 
growth is enormous. The 
results will then include not 
just a transformation in pen- 
sion arrangements, but, as 
important, a revolution in 
capital markets and in cor- 
porate governance, as well. 

In a splendid analysis of 
reform in Latin America, for 
the Development Centre of 
the Organisation for Eco- 
nomic Co-operation and 
Development, Monika Queis- 
ser notes that, in addition to 
the build-up of capital, the 
new systems have enjoyed 


have been widely accepted 
by younger workers and 
have already had a powerful 
Impact on tile development 
of capital markets.* 
Nevertheless, there are 
problems: one is the very 
high marketing costs 
incurred by pension fund 
managers, partly caused by 
the excessive frequency of 
switching among funds, 
despite the similarity of port- 
folios. Operating costs have 
increased from 1 per cent to 
3 per cent of wages in some 
countries. Also worrying is 
the low proportion of people 
making regular contribu- 

tinnc - nn ovpnpp nnlv 


about half. This raises the 
danger that, in the end, 
income in retirement will 
prove inadequate for many. 

Nonetheless, the foci that 
so many developing coun- 
tries have managed either to 
replace their PAYG systems 
altogether or introduce new 
funded systems alongside 
them is remarkable. The 
pension fund revolution is 
accelerating worldwide. How 
long can it be before it rolls 
across continental Europe as 
weir? 

* UobUcb Qurixw, The SoRMd-Grwro- 
fibn Anson Rejtna « Umn America 
(Paris: OSCD Dtrtlopment Centre 
Studies, fo nt ua n tae l 




INVESTMENT IN EMERGING MARKETS • by Henry Tricks in Mexico City 


Signs that appetite for paper is returning 
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Turmoil in 
south-east Asia 
sent shock waves 
as far afield as 
Brazil and Russia 

The fledgling cross-border 
foray of private pension 
foods into emerging markets 
this decade has been a che- 
quered experience. 

Bumper returns in the 
balmy days of the early 1990s 
were wiped out in weeks 
when Mexico’s peso crisis hit 
in 1994. Three years later, 
turmoil in south-east Asia 
sent shock waves as far 
afield as Brazil and Russia. 

Funds that had put aside 
their traditional aversion to 
risk to cash in on the emerg- 


ing market cult are still reel- 
ing from the shock. 

So was it unwise to 
entrust retirement savings 
to markets with such a track 
record of instability? 

The short answer, at least 
as for as equity investment 
is concerned, appears to be 
yes. In the three years since 
Mexico’s peso crisis, returns 
on foods invested broadly in 
emerging market equities 
have been dwarfed by gains 
in safer and more liquid US 
and European stocks. 

The performance of devel- 
oping country bonds has 
been better than stocks, but 
in a cruel twist, the Asian 
crisis hit just as issues such 
as a 30-year global from Bra- 
zil had been marketed with a 
clear eye on the growing 


demand for long-term paper 
from international pension 
fund managers. 

In October. JP Morgan's 
emerging market bond index 
- which tracks returns on 
debt Instruments - bal- 
looned from 330 basis points 
over US Treasuries to more 
than 800 basis points. It bas 
since recouped much lost 
ground, but is still hovering 
between 450-500 basis points 
over Treasuries. 

In the debt markets, there 
are signs the appetite of 
institutions for emerging 
market paper is recovering, 
albeit at a price. Issuance of 
Latin American bonds, all 
but dead at the start of 1998, 
bounced back in March and 
April to reach the same 
S20bn level sold in the first 


four months of last year. 

The equity markets are a 
different story, however. 
Fund management special- 
ists say pension fluids were 
timid operators in the first 
place. When those that did 
risk investing in Asia got 
caught out, their first reac- 
tion was to retreat into cash 
and bonds. Now they have 
opted for the “risk-averse" 
strategy of investing in equi- 
ties In the US and Europe. 

“They have not gone for 
emerging markets, whether 
Latin American, Asian or 
anything else, except very 
much at the margin.” says 
Michael Hughes, a manager 
at Flemings, the British 
investment banking group 
that has $l3bn under man- 
agement in emerging mar- 


- •: 



Which global custodian was rated* 
Number One by the fund management 

industry ? 

Not surprising!}. Pictrl & (!ic - ih«* Swiss hank with two centuries of 
eX|»erienee in rross-horder investment ami ru-.tinl\ vires. \n»l which 
lodav provides investors with read} access to 80 markets worldwide. 

Pictet & (.ie is a private purlurr«lup committed to long-term oJ>jectives 
rather than short -term profits, 'ftilli a icuui of over 1000 hanking pro- 
fessionals who take pride in providing a personal, responsive service, 

^ hose aim. uhove 111!, is (o he \uudicr One in term- of -utisfied clients. 



PICTET 


(•eiievu . Hong Kong . Uindini . i.iixritiliiuirg . Montreal . Na>*j|j , Singapore . Tokio . Zurich 


I* or more information, please call Mr. Richard Humes at (+41 22 1 818.24. 


09 


WW». pictet .ruin 

1-.^, * « ■>—■»< „ lh . | k u „w. iv -mw. ,| |.. ■(. i x — . . - ■ ... 

-I IV bf kl^.b .1 lna ,Ui^|| n |M K ,| 


K* Ml w "V. ml- !«■».■, pm; , 



kets. “People unfortunately 
have a big eye for the past 
when they’re deciding where 
to put their money and in 
the recent past it has 
not been a good proposition 
to invest in emerging mar- 
kets.” 

For developing countries 
hoping that overseas pen- 
sions will deepen the pool erf 
savings available for their 
stock markets, the impact so 
far has been unspectacular. 

Mr Hughes says pension 
fund managers prefer the 
guaranteed yield of debt 
Instr umen ts, even if equities 
can provide more long-term 
gro w th. 

Unhelpful to the selling of 
stocks is also the fact that 
many fund managers con- 
tinue to take a “top-down” 
approach to thezr emer gin g 
markets investments, mak- 
ing decisions based on mac- 
roeconomic characteristics, 
rather than on a company's 
individual valuation. 

What may be more posi- 
tive for the development of 
local stock markets is the 
recent surge of domestic pri- 
vate pension funds, espe- 
cially in Latin America, 
which are partly aimed at 
providing a buffer of local 
investment against the 
jumpiness of international 
portfolio managers. 

Mexico, which launched a 


new social security system 
last July requiring compul- 
sory contributions to per- 
sonal pension accounts, has 
already affiliated more than 
llm workers, almost all of 
those that were eligible to 
join. 

In its first seven months, 
the pool of retirement 
savings generated was I2bn 
pesos ($J.5bn>, with new 
fund management compa- 
nies providing average real 
returns of 8 per cent, accord- 
ing to the industry body 
Amafore. 

Chile, which pioneered pri- 
vate pensions in 1981, has 
$33bn under management 
and the government says 
real annual returns have 
averaged 11.8 per emit since 
inception. In total, according 
to Salomon Smith Barney, 
the US investment bank, 
there are more than 27m 
workers affiliated to private 
pension fund administrators 
in Latin America, where 
Peru, Argentina. Colombia. 
Uruguay, Bolivia and El Sal- 
vador have also followed 
Chile's lead. 

In Chile's case, the social 
security reform is credited 
with bolstering local finan- 
cial markets, as well as 
boosting the nation’s savings 
rate to the highest in the 
region- Other countries are 
hoping to emulate that. 



though in Mexico, for exam- 
ple, net savings are not 
expected to increase while 
the state continues to sup- 
port existing pensioners. . 

The experience of south- 
east Asia has shown that 
high savings rates are not 
enough to insulate develop- 
ing countries from financial 
shocks, and some econo- 
mists argue that pension 
r e fo rm alone Is no panacea. 

**I think [Latin American) 
pension funds have been 
over-rated in their ability to 
increase domestic savings. 
They’re a way to channel 
domestic savings, but those 
savings are also a factor of 
taxation rules and incentives 
to save which we haven't 
really seen yet,’’ said Walter 
Molano, head of financial 
research at SBC Warburg 
Dillon Reid. 

This year, according to 


Jos6 Garria-Cantera of Salo- 
mon Smith Barney, a slow 
down in growth and a rise in 
unemployment in parts of 
Latin America in the after- 
math of the Asian crisis 
•mean contributions to pen- 
sion funds may deteriorate. 

Also, because of the weak 
state of the region’s stock 
markets, returns could suf- 
fer, though these will be par- 
tially offset by the perfor- 
mance of fixed-income 
investments. But he believes 
local support for private pen- 
sions will remain in tact. 

“This year is going to be a 
difficult year.” Mr Garcia- 
Cantera said. “All the mar- 
kets In Latin America have 
performed very poorly with 
the exception of Brazil. I 
believe that will have an 
effect on returns but people 
already understand that this 
is for the long term.” 


Reform or face a crisis 


Continued from page 4 


ulation in coming years. The 
Organisation for Economic 
Cooperation and Develop- 
ment. for example, calcu- 
lates that without reform the 
pension schemes will require 
contributions equivalent to 
some 30 per cent of employ- 
ees’ income to stay afloat by. 
2025. 

Even now signs of the 
strain are emerging. Over 
the past year 14 small 
employee pension schemes 
have collapsed. In recent 
months a pension scheme 
run by the national Rice 

Dealers Association has also 
faded, the first such industry 
association scheme to have 
collapsed. Meanwhile, some 
companies have already 
started to quietly reduce 
payments: Hitachi, the elec- 
tronics groups, for example, 
recently cut pensioners' ben- 
efits. 

Behind the scenes some 
companies are quietly 
.rethink i rig.,. their ppoalon- 


strategy. For, quite apart 
from the population pres- 
sures, a key reason for the 
nriHAr -fu nding is that tradi- 
tional Japanese fund manag- 
ers have been offering fall- 
ing yields on their 
investments in Japanese 
instruments. Although com- 
panies have previously 
assumed annual returns of 
around 5.5 per cent, for 
example, life assurance 
groups are now offering 
returns of per cent 
These sums have left some 
companies looking for alter- 
natives. And the search has 
been boosted by recent gov- 
ernment reforms that give 
companies and public insti- 
tutions more freedom over 
their fund allocations. In 
1996, for example, the gov- 
ernment relaxed the 
snalled “5-3-3-2" rule, which 
stipulated how much money 
companies were allowed to 
place in different asset clas- 
ses. The government is also, 
slowly, permitting compa- 

-nias tn nso “InvMtmont 


advisers”, a third type of 
pension fond manager which 
can manage fluids with more 
flexibility and usually offers 
higher returns. 

This has triggered a star- 
tling shift in the allocation 
of funds. The amount of 
money managed by invest- 
ment advisers as a whole, for 
example, grew by 42 per cent 
in 1997 to some Y15.285bn. 
And though Japanese invest- 
ment advisers, such as the 
Industrial Bank of Japan 
and Nomura Securities, dom- 
inated the sector, foreign 
groups have been catching 
up: their share rose to 26 per 
cent, compared with 12 per 
cent three years ago. 

Meanwhile, foreign groups 
have also been gaining 
ground in the Trust Bank 
market, winning around 35 
per cent of new money allo- 
cated. Indeed, overall for- 
eigners were estimated to 
have a 7.6 per cent share of 
the pension market last Sep- 
tember, compared with 5.6 

ppr font in April 1007 


Some observers suspect 
that this foreign surge may 
decelerate if non-Japanese 
markets, such as Wall 
Street, start to perform more 
poorly this year. But in a 
broader sense, the real 
change may only now be 
starting. The government is 
now mulling the introduc- 
tion of a defined contribu- 
tion scheme, along similar 
lines to the famous US 401 (k) 
schemes. Plans are being 
mooted to promote the coun- 
try’s underdeveloped private 
pension sector. Meanwhile, 
there is growing recognition 
of the need to introduce 
more portability tor 
employee pension schemes. 

Such additional changes 
will Inevitably take consider- 
able time, given Japan's 
reluctance to embrace rapid 
reform. But the government 
knows It faces a looming 
pension crisis, without rapid 
change. Either way. the com- 
ing decade looks set to be a 
momentous one for Japan's 
jantim Induag 
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ALTERNATIVE INVESTMENTS . by Christine Moir 

'* Hotchpotch catches 

managers’ eyes 


GLOBAL CUSTODY • by Jane Martinson 


The big keep getting bigger 


There has been a 
steep interest in 
assets which do 
not mirror the 
markets 

AS stock markets to the US 
and Europe have soared 
fund managers have began 
to seek akernau invest- 
ments. Frank Russell and 
Goldman Sachs have been 
monitoring this trend among 
US fund managers since 
1992. Their latest survey 
shows a steep Increase - 
from US$60tm to US$90bn in 
two years - in the sums 
invested in assets which do 
not mirror the markets. 
Even more significantly, 
these so-called “ non-con e- 
lated" assets now account 
fist nearly 8 per cent of the 
portfolios of US tax-exempt 
funds. 

By their nature alternative 
investments are a hotch- 
potch, ranging from raw 
commodities to utilities and 
property, but the main class 
is venture capital or private 
equity. Specialist private 
equity fund managers all 
report strong growth In 
funds under management, 
with particular interest from 
pension funds attracted by 
the outperformance of 
unquoted companies in the 
nineties. 

Advent International, the 
Boston-based private equity 
fund manager, raised $lbn 
for its third Global Equity 
Fund towards the end of last 
year and reports continuing 
interest for global funds as a 
whole or for the particular 
emerging market regions. 
Pantheon Ventures, the UK 
venture capital organisation 
set up by Roddie Swire of 
the British Hong Kong 
dynasty, also reports strong 
interest in western European 
(including UK) opportuni- 
ties, In addition to the US 
and Hong Kong, its other 
main areas erf operation. 

The interest, it must be 
said, is not led by UK pen- 
sion funds. The National 
Association of Pension 
Funds carries out regular 
studies of members’ invest- 
ment profiles and 1997 did 
not show the dramatic shift 
reported in the US case. 
Total investment In venture 
capital funds amounted to 


Just £l.6tm and far most pen- 
sion funds accounted tor no 
more than 1 per cent of their 
portfolios. 

This appears to reflect 
both an inbuilt conservatism 
among British fund manag- 
ers (or the actuaries who 
advise them) and the 
long-term benefits they have 
gained from the equity mar- 
ket. Fond managers who 
have stepped out of line 
have usually lived to regret 
it. 

Bat there are some *rf gn« ' 
that change may be on the 


the order of several Milan 
dollars in venture' capital' 
funds and cites cases where 
US pension funds wanting to 
sell stakes in A pax funds 
have found queues of bny-_ 

STS. ‘ 

UK pension fund manag- 
ers may also take heart from 
Increased transparency in 
the venture capital sector. 
Not only have accounting 
standards become common 
to both quoted and unquoted 
companies, perfor m ance fig- 
ures are also mare credible 
The British Venture Capital 


cards- In the first place . the . (BVCA) Twwf Vmg 

new Minimum Funding published performance Qg- 


Requirement operates 
against the primary advan- 
tage of equities - its poten- 
tial for long-term growth. 
MFR demands a snapshot, 
approach, dependent only cm 
present values of portfolios. 
In addition, the long bull run 
in the markets may evento- 


ures far the sector on which 
Mr Shilling relies for his 
claim of a decade of ontper- 
farmance. Bat the figures 
are now independcsxfiy com- 
piled by the WM company, a 
performance measurement 
specialist whose familiarity 
to fund managers and actu- 


ally eliminate tire very arles wiH provide real corn- 
potential for growth. Scepti- fart 


cism is already s tanding at 
fond managers' elbows. 

It comes as no surprise 
that Clive Shirting, a direc- 
tor of Apax Ventures and 

the incoming rhairman of 

the British Venture Capital 
Association, regards this as 
a promising moment to push 
the case for private equity. 
Not only have unquoted 
securities outperformed the 
market throughout the 
nineties, he points out, but 
they have become increas- 
ingly liquid. 

Mr Shirting observes that 
while share buy-backs are 


the strategy of private own- 
ers. Investors can expect as 
a matter of course, to be 
bought out as and when 
profits allow. Trade sales or 
flotation are also part of tire 
normal cycle of develop- 
ment, particularly in man- 
agement buy-outs. 

A secondary market is also 
developing in unquoted, off- 
exchange securities. Fund 
managers have traditionally 
been reluctant to invest in 
venture capital funds for 
fear of being locked in aid 
unable to . sell them. Mr 
Shirting, believes that too 
lias changed. He estimates 
that .there now exists a 
global secondary market of 


more than 30 per cent during 
the nineties, compared with 
13-20 per cent in the stock 
market. o«» it continue to 
do so as demand grows? 

And there is another issue 
which must be faced. The 
outperformance of unquoted 
companies and investment-; 
vehicles of the past eight 
years or so was preceded by 
a bleak period in the 1980s 
when failure was the nm-m 
for one in every three com- 
panies in the sector. If such 
times hiwib a gain f und man- 
agers will lose no speed in 
dodging straight hack to the 
markets, where they will 
see the safety of diversifica- 
tion. • 


DERIVATIVES • by Christine Moir 


A mature market 


crisis 





The use of 
derivatives by 
pension funds 
continues to 
'p increase 

Spectacular losses on 
derivatives trading - which, 
among others, destroyed 
Britain’s oldest merchant 
bank, bankrupted a Califor- 
nian county and exposed the 
frailty of the Japanese hank- 
ing giants - was expected to 
enhance the bans on their 
use by pension funds or, at 
least, lead to a significant 
exodus from the derivatives 
market 

On the contrary, anecdotal 
evidence has been mounting 
for some time that the use of 
derivatives by pension funds 
continues to increase. The 
1997 survey of members’ 
investment strategies by the 
National Association of Pen- 
i K <rfnn Funds confirms it In 

• the private sector, 30 per 
cent of funds admit to using 
derivatives and a further 39 
per cent are permitted to do 
so iT they so wish. Positive 
attitudes are even more 
marked to the traditionally 
more circumscribed public 
sector. .There the admitted 
users account for 53 per emit 
with another 21 per cent free 
to do so. 

In nearly all. cases use of 
derivatives is hedged about 
with formal restrictions - 
either on the per- 

il centage of the fund’s value 
® they may represent, on the 
types of investment they can 
be used to protect (such as 
curr encies ) or on the circum- 
stances when they may be 
used. Overall, the picture is 
of an increasingly mature 
market in which fund man- 
agers .are' familiar with the 

• potential anti risks involved. 

An±rew : Dyson, head of UK 
Inves tment consulting at 
' WflEam Mercer, has ho besi- 
; tatloa in- outlining just 

where, derivatives con 

- used to. improve perfor- 

» mance*.Bui first he empha- 
sises that “they must be cor- 
\ reefly. used. They mast not 
he wed far gearing* 7 , the pri- 
mary reason for the cata- 
strophic losses' in O ran ge 

County, CalifoEoia. u They. 
must he used in connection 


with physical assets.” 

That said, and with the 
added proviso of limitations 
on the maximum sums to be 
invested in derivatives, 
either by transaction or in 
total. Mr Dyson is happy to 
spell out the types erf strat- 
egy for which derivatives 
add value and the circum- 
stances when they can be 
useful. 

Tactical asset -allocation 
comes top of the list to any 
discussion of portfolio strate- 
gies. Mr Dyson supports the 
common sense view that use 
of derivatives allows a fond 
manager to change bis allo- 
cation strategy much faster 
and more cheaply than by . 
buying or sellin g a large 
number of individual physi- 
cal assets. 

Trustees can also protect a 
scheme when moving man- 
agers, a process that inevita- 
bly means same buying and 
gpiHng as manager B rejects 
pnrpp or many of manager 
A’s strategies. During the - 
weeding out, the scheme can - 
be out of the market for. 
some tifflft. Options can be 
used to repHcste the original 
podHfm until such time as 
the new strategy is imple- 
mented with the purchases 
of manager B’s preferences. 

More advanced is Mr 
Dyson’s argument far using 
options- to bring a scheme 
closer to the Minimum Fund- 
ing Requirement- As the new 
regulations begin to bite, Mr 
Dyson notes, many if not 
. most schemes will find 
themselves over-exposed to 
equities. Fund managers 
could bring themselves more 
Into line, with MFR by repla- 
dng some of their equities ... 
with options that have more 
of the characteristics of 
bonds. In particular, he rec- 
ommends looking at “cap 
and collar - ’ instruments.: 
These ^ are - instruments, 
where a minimum return is 
HvMi in advance as wbD as a 
maximum. 

• At present, "however, tins . 
strategy may best be • 
restricted to the virtual real- . 
ity screens; in the research; 
department! • - _ 

A related development is 
the growth in defined contri- 
bution -oif. money -purchase- 
schemes. Here a- formula. f 
involving options emerg- . 


tog. The traditional under- 
pinning of such schemes has 
been a with-prodfit insurance 
product But some fund man- 
agers have found an alterna- 
tive in a mix of . cash and 
■ equity options. Mercury 
Asset Management's (MAM) 
stabiliser fund is thought to 
be the model of this new 
strategy. 

A more formal study of tire 
benefits of futures and 
options in fund manage- 
ment. recently produced by 
the London International 
Financial Futures and 
Options Exchange (Ldffe), 
echoes many of Mr Dyson’s 
views. Its strategies start 
with hedging an existing 
portfolio, before moving on 
to anticipatory hedging and 
cash flow management 
(through buying futures and 
selling pot and buying call 
options). Only then does it 
outline buying and selling 
futures as a way of strategic 
asset reallocation. Finally, it 
looks art speculative strate- 
gies aimed at -income 
enhancement These involve 
bolding stock while selling a 
w>n option or holding cash 
while selling a put. 

It would be facile to (fa- 
miss the Liffe study as a 
simple marketing ploy. The. 
matter of risk is properly 
addressed. Bach strategy is 
separately spelled out, 
together with its expecta- 
tions, assumptions ani.pxof- 
itjfioss potential. A special 
note is then added on bow 
precise toe strategy Is likely 
to be in meeting its goals. 
On ample vaniHa-flavoiared 
hedging, for. instance,' if 
notes “it is not always possi- 
ble to hedge a position 
exactly since the instrument 
used for hedging rosy not be 
an exact replication of the 
asset to be hedged. Also, it 
may-aot be passible to sell 
the exact value . , (given 
the] nominal £50.000 value of 

fiSwymr mtwn * * 

: Robert: Armstrong, who 
heads the market develop- 
ment department 'at TJffio is 
certain that continuing 
grbwfli in'ibe use of deriva- 
tives depends critically bn 
an equal- understanding of 
both the -npside potential 

and ‘Stedowraide risk inher- 
ent fa the. products and 
strategies, .. 


Assets under - 
custody are 
expected to grow 
to $50,000bn by 
the millennium 

If the world’s financial mar- 
Jkets. were to be compared 
with the dinosaur world of 
Jurassic Park, its global cus- 
todians would be sqpersau- 
rusea. 

The industry has redefined 
the definition of large in 
recent years as a vicious 
price war squeezed margins 
and tha investment 
to install new systems has 
demanded ever greater econ- 
omies of scale. 

Bank of New York’s 
(BoNY) unwelcome $24bn 
bid for Mellon Bank In April 
is the latest example of bow 
big keeps getting bigger. The 
proposed deal would create 
the largest global custodian 
in the world with $5,500bn to 


It remains to be seen 
whether the outperformance 
of recent yens can be sus- 
tained, particularly if and 
when more institutional 
fond managers are per- 
suaded to by Mr Shirting’s 
honeyed description. 
Already the weight of money 
from US tax-exempt funds 
which poured tofo ven- 
ture capital operations to 
emerging markets has 
encouraged budding entre- 
preneurs to up the price they 
are demanding far involve- 
ment to their businesses. 
Established European 


still rare enough among tycoons wQl not be slow to 
quoted companies for news respond by raising their own 
of one to make newspaper values. Venture capital has 
headlines, they are part of provided annual r ptnma of 


The mooted Medan Bank 
of New York's dominance of 
businesses such as securities 
processing, global custody 
and depositary receipts 
would make it one of the 
US's most profitable, with a 
return on equity ctf nearly 2S 
per cent, according to indus- 
try analysts. Processing cur- 
rently contributes about 35 
per emit of pre-tax profits at 
BoNY, one of the world’s 
three largest custodians. 

Wilde margins are thin on 
the core cistody functions of 
record keeping, settlement 
anil dividend collection, the 
potential far growth in the 
market is good. Analysts 
expect the $40.000bn of 
assets under custody world- 
wide to grow to 350A00bn by 
the end of the century, (hues 


industry revenues were S6bn 
globally to 1997. 

The trend for the ftfc to get 
bigger is mirrored in the 
number of h»^B jgcMing to 
out after Bmitng that the 
margins were just too low. 
Analysts have offered a 
rough global fee far these 
core custody activities of 
less than 10 basis points. 

In the past two years 
namps such as JP Morgan, 
Natio nsBank, BankAm erica 
and Wells Fargo have all 
decided to exit their custody 
businesses rather than 
attempt to compete as a 
mediumsized operator. 

Morgan -Stanley Dean Wit- 
ter. the US-based firmru»(al 
services group, joined this 
list to April when it admit- 
ted that it was in talks to 
sell its global custody and 
clea rin g businesses as part 
of a move to concentrate on 
three care businesses - secu- 
rities, asset management 
and credit services. The 
group has about S400hn of 
assets in custody,, a sum 
which looks minor when 
compared with that of 
Chase, the largest US bank 
which bought the business 
earlier thin month The sum 
was undertood to be ?600m. 

The deal increased Chase's 
assets under custody to 
about $4,700bn. State Street, 
a Boston bank, is also one of 
the world's three largest cus- 
todians with assets of mare 
than S&.ODOhn under custody 
Mvi ha$ recently announced 
a more aggressive push into 
Europe 

The decision by Morgan 
Stanley was particularly sur- 
prising given its relatively 
recent acquisition — at the 
end of 1996 - of the global 
custody business belonging 
to Barclays Bank, the UK 


group with a large asset 
manag ement operation. 

Recent consolidation has 
partly been fuelled by the 
widespread review of 
systems and; strategies 
prompted by two huge 
industrial headaches. These 
are the approach of the sin- 
gle currency in Europe and 
the need to adqpt computer 
systems to recognise the 
year 2000. In reviewing their 
readiness for th-se two 
events many banks have 
decided to pull out rather 
than adapt an the systems 
needed to provide a competi- 
tive custody service. 

Dan Wywoda, head of Mel- 
lon. Bank’s global securities 
services in Europe, says that 
these Issues help explain 
why consolidation is 
unfikely to slow down. “A 
lot of business managers are 
reviewing whether their 
overall strategy warrants the 
investment needed to stay in 
the global custody business,” 
be said. “Out of all this there 
is the likelihood of another 
round of gwwniiriatinn tak- 
ing place.” 

Investment costs have 
mounted as clients have 
made greater demands on 
thp hankg which blip care of 
their assets. Francis Jack- 
son, managing director of 
global institutional services 
at Bankers Trust, estimates 
that about $2 00m a year 
needs to be spent on improv- 
ing the software needed for 
new products. 

Mr Wywoda at Mellon 
agrees that survivors in the 
industry wiB need to offer an 
ever greater range of ser- 
vices to clients benefiting 
from increased competition. 
These additional services 
indude extra information to 
areas such as corporate gov- 
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eraance and risk monitoring. 

Mr Wywoda believes that 
the growth of specialist man- 
dates to the UK and Europe, 
where fund specific bench- 
marks are set which need to 
be measured, should 
enhance the need for risk 
monitoring. “We are defi- 
nitely becoming a bit more 
of a watchdog to the client,” 
he says. Mellon introduced 
Investment Monitor, which 
tracks what funds are doing, 
about two years ago but is 
rolling out new features. 

Clive Guide, managing 
director at BoNy, says that 
compliance monitoring will 
also become more important 
as clients move towards ask- 
ing fond managers to offer a 
core investment service 
only. 

However, although the 
economics of the business 
back the argument for ever 
greater consolidation, doubts 
are being raised about the 
benefits for clients. 

Not only are clients faced 
with regular upheaval - as 


witnessed with Morgan Stan- 
ley - but the issues such as 
global regulation and risk 
control come to the fore 
when a handful of compa- 
nies dominate the industry. 

Sire can also be a handi- 
cap to service. Some invest- 
ment managers have com- 
plained about failures to 
areas such as corporate gov- 
ernance where non-domestic 
custodians have not deliv- 
ered voting certificates, for 
example. 

These issues are unlikely 
to stop the relentless urge to 
merge in the industry bat 
they are likely to become 
increasingly important as a 
handful of custodians 
become more powerful. 

Mr Gan de at BoNY is not 
alone when he forecasts that 
a “maximum of five or so 
true cross-border custodi- 
ans” will really matter to the 
next century. There will be a 
role for the niche operator 
but the medium-sized group 
will find it eve- harder to 
survive. 


For U.K. pension funds, 


an means more 


resources 


More experience in every port of the world 



J.P. Morgan has been monaging ossels in the U.K. For 
more than 20 years and for U.K. clients for nearly a 
decade. How did we become so well established? 

By providing our clients with more. 

More experienced investment professionals developing 
strategies across asset classes, instruments, and currencies. 
More than £25 million invested in global equity research 
annually and more dedicated analysts around the world 
to provide our clients with a real information advantage. 
And more ability to make risks visible, understandable, 
and manageable. 

Pension clients know our investment expertise extends to 
virtually every market around the world. And that our 
disciplined investment process helps us achieve consistent 
results, not surprises. So whether they need expertise in 
U.K. or global equities, European bonds, or the emerging 
markets, Morgan means more. 

For information about how we can offer you more, please 
contact Jeremy Clegg on 0171-451 8131. 
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GLOBAL BONDS ■ by Edward Luce 

Switched on 
to autopilot 


Despite the rise of 
sterling and the 
dollar, returns on 
Continental bonds 
have been robust 

Funds specialising in fixed 
income could quite happily 
have switched on to autopi- 
lot over the past 18 months. 
Although there have been 
plenty of opportunities to 
outperform the benchmark 
indices, a passive approach 
would still have yielded near 
doubledigit returns. 

Fund managers in the US 
and in the UK continued to 
benefit from the convergence 
of European government 
bond spreads towards the 
German benchmark yield. 
Despite the appreciation of 
sterling and the US dollar, 
returns on Continental 
bond s - in particular Italian 
BTPs and Spanish bonds - 
have been robust. 

With the spread of 10-year 
BTPs over German bunds 
now below 25 basis points 
(as opposed to 150 basis 
points this time last year) 
little juice remains in the 
convergence process. Never- 
theless. the reduction of 
headline inflation across 
Europe over the past 12 
months has been good for 
bonds in general. 

At the same time, US Trea- 
sury bonds have performed 
well with the yield on the 
30-year maturity dropping 
below 6 per cent for most of 
the past six months. This 

JP Morgan global toad Index 

Total retun (annual % change) 


has been underpinned by 
confidence in the persistence 
of the Goldilocks economy: 
moderately strong growth 
with low inflation. 

UK gilts have generally 
been outperformed by the 
US and other European mar- 
kets because of the rise in 

short-term interest rates. 

The newly-independent 
Bank of England has raised 
short-term rates five times 
since last May bringing 
prime rates up to 725 per 
cent. This is almost double 
the level of prime rates in 
the core continental econo- 
mies. Although the yield 
spread of gilts over bunds 
has roughly halved to 
around 100 basis points, con- 
vergence is still some way 
oft 

Finally, in Japan fund 
managers have made strong 
gains on the rally in govern- 
ment bonds with yields fall- 
ing below 2 per cent (at one 
stage it almost touched 1.5 
per cent). 

Broadly speaking, there- 
fore. the macroeconomic out- 
look for bond investors has 
rarely been more propitious 
especially in the light of the 
disinflationary impact or the 
financial crisis in Asia. 
Across almost every market, 
the combination of falling 
inflation and lower budget 
deficits has boosted govern- 
ment bond prices and look 
set to continue to do so. 

Nevertheless, pension fund 
managers in Europe are 
slowly becoming accustomed 
to the fact that government 
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bonds will be much less 
attractive to hold after eco- 
nomic and monetary union 
next January. 

The replacement of ll cur- 
rencies by the euro will elim- 
inate the potential for much 
of the exchange rate gains to 
which fund managers are 
accustomed. The asset man- 
agement industry is there- 
fore having to re-tool itself 
for the far more complex 
task of analysing corporate 
and emerging market cred- 
its. 

"A lot of funds are con- 
strained to investing in AAA 
or AA paper," said Peter 
Price, director of fixed 
income at Hill Samuel Asset 
Management. “But some of 
the less restricted funds are 
starting to look at A or even 
BBB-rated credits in this 
new environment'' 

Although the process may 
take some years, many in 
the industry believe the mar- 
ket wifi, eventually "Ameri- 
canise". Five years hence, 
European fund managers 
will be as equipped to ana- 
lyse junk bonds and BBB 
credits as they are currently 
able to master government 
bond markets. This will 
involve an enormous culture 
shift 

“Pension funds are aware 
that their world is going to 
change quite fundamentally 
in some respects, - said Paul 
Abberley, head of fixed 
income at Lombard Odier 
Asset Management a private 
Swiss bank. "Everybody is 
starting to look at credit 
analysis more seriously.” 

From less than 5 per cent 
at present, total portfolio 
allocation to emerging mar- 
ket bonds shonld rise to 
around 10 per cent over the 
next five years, predicts Mr 
Abberley. The proportion 
going to bonds with ratings 
of less than AA should rise 
commensurately. 

At the same time, how- 


ever, investment in AAA- 
rated corporate and govern- 
ment paper is also expected 
to rise as treasuries whittle 
down their issuance calen- 
ders. Assuming the first 11 
members of Emu abide by 
the “growth and stability 
pact" (to maintain budget 
deficits of below 3 per cent), 
the flow of government 
bonds will continue to 
decline. 

The gap will increasingly 
be filled by borrowers such 
as Fannie Mae, the US Fed- 
eral National Mortgage Asso- 
ciation, and the World Bank. 
Both of these - and, to a 
lesser extent, the European 
Investment Bank, the large 
German public sector banks 
and some of the best known 
US corporate issuers - have 
issued jumbo bonds in 1998 
in an attempt to reduce costs 
by providing Investors with 
greater liquidity. These “sur- 
rogate" government bond 
issues have been generally 
well received in the market 

Brian Mooyaart, head of a 
bond pricing consultancy, 
estimates borrowers have 
shaved between one and 
three basis points off their 
costs on jumbo bond issues. 
But he dismisses suggestions 
that surrogate yield curves 
will compete with govern- 
ment yield curves. “There 
has been a lot eg hype over 
surrogate bonds," said Mr 
Mooyaart "It would he very 
difficult if not impossible for 
a non-government borrower 
to provide the consistency 
and regularity of finding of 
a government." 

In the meantime, the out- 
look for the plain vanilla 
bond markets remains good. 
In between crash courses on 
risk management and credit 
analysis, fund managers can 
rest assured that bond prices 
in the leading government 
bond markets are more 
likely to continue rising 
than to reverse direction. 
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PASSIVE MANAGEMENT • by Philip Coggan 
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Active fund 
managers are 
having a hard 
time justifying 
their fees 

There is no more mortal 
insult to a fund manager’s 
pride than to suggest yon 
believe in "passive" invest- 
ment. or index-tracking. 

It is rather like telling a 
four-star chef that you prefer 
the ready meals from Tesca 
But active managers are 
having a hard time justify- 
ing their fees at the moment 
According to WM, the 
investment measurement 
group, Britain's active 
equity managers underper- 
formed by a fan percentage 
point last year. 

The average return from 
British equities for pension 
funds was 22.6 per emit last 
year compared with 23.6 per 
cent from the All-Share 
It was admittedly an 
unusual year, with the mar- 
ket driven by a small num- 
ber of stocks, notably banks 
and pharmaceuticals. 

But this is not merely a 
short-term phenomenon. 
Equity holdings of pension 
funds have also underper- 
formed the index over five, 
10 and 20 years. 

Active managers have also 
fiaced horrendous problems 
overseas, where they have 
been consistently too opti- 
mistic about Asia and too 
pessimistic about the US. 

In 1997, the average Brit- 
ish pension fund achieved a 
return of 75 per emit from 
overseas assets compared 
with 192 pea- cent from the 
FT-S&P World Index, a stag- 
gering underperfonnance of 
nearly 12 percentage points. 

To add insnlt to injury, 
active managers have 
charged higher fees for then- 
poorer performance - 
around 25-35 basis points 
compared with the 10 or so 
charged by the trackers. 

Unsurprisingly, the pas- 
sive school has been gaining 
ground. Says WM: "While 10 
years ago only a very 
proportion of equities were 
held in Index-tracking funds, 
this has now risen substan- 
tially and we estimate that 
around 20-25 per cent of all 
pension fund UK exposure is 
now held this way.” 

There are some arguments 
in defence of active manag- 
ers. First of all, theory sug- 
gests that the reason they 
are so unsuccessful is that 
markets are efficient. 

All the available informa- 
tion about a stock is already 
factored into its share price. 
Thus no amount of funda- 
mental analysis will ever 
pay off in the long run. 

The only thing which 
moves share prices is genu- 
ine news, which by defini- 
tion cannot be known in 
advance. 

But for a market to be effi- 
cient there must be a host of 
investors constantly scan- 
ning the available informa- 
tion and instantly reflecting 
it in share prices. 

The more passive invest- 
ment takes hold, the fewer 
active investors there will be 
and the less efficient mar- 
kets win become. To echo 
Marx, index-tracking sows 
the seeds of its own destruc- 
tion. 

However, Andrew Skirtan. 
chief investment officer at 
Barclays Global Investors, 
thinks the passive school of 
management has a lot fur- 
ther to go before a problem 
occurs. 

"We believe that only 7 per 
cent of the overall UK mar- 
ket is index-tracking and 
there is the potential for that 
to double,” he says. 

“In the pension fund mar- 
ket it could reach more than 
90 per cent” 

A second issue is that 
active managers tend to 
underperform when smaller 
companies have been doing 
badly, as they have for ranch 
of the 1990 b. 

It seems more likely that 
markets will be less efficient 
in the smaller company sec- 
tor where analysis Is much 
more skimpy, and it would 
make theoretical sense for 
managers to concentrate on 
that area, since they can add 
value. 

Mr Skirtan is dismissive 
on this point as well. He 
says managers have tended 
to overweight the smaller 
company sector rather than 
use their stack-picking skins 
to select the right small 
stocks. 

"Many active managers 
have portfolios of just 50-30 
stocks. That means they are 
bound to have a 0.5-1 per 
cent weightin g in a small m- 
company, leaving them well 
overweight compared with 
the index," he argues. 

One significant issue 
which has arrived from the - 
growth of passive manage- 
ment is the ‘bubble effect”. 

A good example occurred 
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with the demutualisation of 
many ball ding societies in 
1997. 

Most commentators agreed 
that the shares rose quickly 
to overvalued levels, but 
there was consistent demand 
for the stock from the track- 
ing funds. They were under- 
weight because the building 
society shares had been 
placed in the hands of pri- 
vate investors. 

In eoswnce, influx manag- 
ers are “uncritical buyers”, 
willing to pay any price for a 
stock just because it is a con- 
stituent of a benchmark. 

A related effect can he 
seen at the global level, 
where those seeking to 
match world indices In the 
late 1960s would have had to 
hold more than 40 pa- cent 
of their portfolios in Japan. 

As markets rise, and 
potentially become overval- 
ued. index funds must chase 
them higher. As they fall, 
and potentially become 
cheap, they must sell Thus 
indexers are condemned to 
buy high and sell low. 

Passive managers mount 
stout defences to these 
points. On the individual 
stock level they argue that, 
if indexing creates anoma- 
lies. active managers should 
be able to spot them and out- 
perform. 

On a global level, they 
argue that Indexing should 
not be mixed up with asset 
aTinratinp decisions. Having 
decided on their country 
TTihc managers c an then use 
tracking funds on a country- 


by-country basis at reduced 
cost 

The argument will not be 
settled easily. Previous WM 
research has indicated the 
existence of consistency of 
fund - and manager - per- 
formance. albeit to a limited 
extent 

The implication of the 
research is that some man- 
agers bring more skill to 
bear on the investment per- 


formance than others (ask 
Warren Buffett). But WM 
adds: “The research is com- 
plicated by the fact that 
manager performance Is 
cyclical." 

A bear market ought to 
provide some scope for 
active managers to prove 
their mettle. But few pen- 
sion funds will be wishing 
for share prices to crumble 
just to test the issue. 
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TACTICAL ASSET ALLOCATION » by Barry Riley 
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Market timing is 
out of fashion 
but can still 
deliver extra 
performance 

la tactical asset allocation a 
dream that fails to deliver in 
die cold light of day? Consul- 
tants certainly tend to take a 
cautious approach. 

. . "There is no great body of 
evidence to suggest that 
TAA adds value,** says Mich- 
ael Kinney, of Bacon & 

. Woodrow. And Andrew 
Dyson, of William M Mercer, 
warns: “As markets become 
'driven by liquidity rather 
than value, TAA is a fraught 
game to be playing.** 

Market timing, in fact, has 
generally gone out of fash- 
ion. TAA practitioners 
insist, however, that their 
arrays of ratios and valua- 
tion models can still deliver 
extra performance, albeit 
only with constant refine- 
ment 


The potential demand is 
certainly present in Britain 
as the occupational pension 
scheme sector drifts towards 
a new paradigm of central- 
ised asset allocation «n<t spe- 
cialist managers and respon- 
sibility for asset allocation is 
no longer subcontracted to 
discretionary balanced man- 
agers. 

Trustee boards must now 
set strategic benchmarks. 
But who will make adjust- 
ments to take account of 
short-term market move- 
ments? 

If such opportunities are 
not to be passed up. expert 
outside advice will be 
required. The readjustments 
are often carried out through 
overlays using the futures 
markets, a method which 
avoids the need to interfere 
with the underlying portfolio 
assets. 

TAA gained an initial foot- 
hold in the 1980s on the 
basis of broad asset class 
judgments - essentially, 
equities versus bonds and 


better predictions continues 


cash. In 1987, rising bond 
yields gave a clear early 
warning of the coming stock 
market crash. 

In the markets of the 
1990s, however, it has been 
hard to make money out of 
asset class switches of this 
kind. 

The big bets have rarely 
paid off. But Bill GoodsaB, 
managing director of First 
Quadrant in London, says 
small bets can still be worth- 
while. 

"If you have a large oppor- 
tunity set there is a useful 
diversification benefit," he 
says. “The main opportuni- 
ties have been in switching 
between the individual 
equity markets rather 
between the main asset clas- 
ses." 

A grTwiiar message <wmpg 
from Alan Brown, chief 
investment officer of State 
Street Global Advisors. 

“The programmes work 
best when yon have lots of 
markets to play with," he 
says. 


In this respect, he admits, 
the arrival of the euro and 
the consequent integration 
of Europe's many national 
markets poses a threat to the 
breadth of the opportunity 
set. 

“Country models have 
worked very nicely within 
Europe.” he says. 

The market for TAA man- 
dates in Britain divides 
between the overfly quanti- 
tative managers such as 
First Quadrant and State 
Street and the more judg- 
mental players such as Gart- 
more Prudential portfo- 
lio Managers. 

The differences are not 
always clear-cut, however. 
Alan Brown points out that 
State Street's formula-driven 
process has been modified by 
the Introduction of senti- 
ment indicators. 

Jenny Rodgers, at the Pro, 
uses models galore, bat 
insists: “Although modelling 
is the starting point we 
aren't quant investors. We 
use the data to highlight 


Leading tactical asset aflocatton managers for European 
p ensi on fund c fi ert s 
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areas which are worthy of 
further discussion." 

Peter Gale, at Gart more, 
insists that Judgmeut is 
essential. “This is a very 
exceptional time," he says. 

“Quant managers have 
been hit because their valua- 
tion models are ratio-driven. 
If they include a momentum 
element, however, that could 
have performed quite well.’ 

TAA practitioners admit 
that they cannot rely on 
automatic signals. The fall 
in Italian bond yields to lev- 


els unknown in recent his- 
tory has required some mod- 
ifications to the Italian mod- 
els. for instance. 

Timing, moreover, can be 
very difficult to get right. 
“You may be too early in 
predicting reversal, - admits 
Alan Brown. 

But he says that State 
Street’s risk premium-based 
models have successfully sig- 
nalled that falling bond 
yields around the world 
would justify continuously 
high equity exposures. 


Within the equity asset 
class, valuation models can 
be set up to process a variety 
of market data and wifi then 
list the individual country 
markets in order of attrac- 
tiveness. perhaps on a daily 
basis. 

Recently, however, such 
lists have tended to show 
Japan as cheap and have 
persistently suggested that 
Wall Street has been expen- 
sive. But overweighting 
Japan and underweighting 
Wall Street has not exactly 
been a way of adding value 
in recent months. 

At PDFS!, which is not a 
significant operator in stand- 
alone TAA although it fol- 
lows aggressive TAA strate- 
gies in its balanced funds, 
Paul Meredith, chairman, 
points to the recent prob- 
lems with the US equity 
market. 

“It is almost impossible to 
have a sensible business 
relationship with the client 
if asset classes remain out of 
line with fair value for long 


periods." he says. 

This appears to be why 
Bill Goadsall's First Quad- 
rant is so attracted to the 
idea of diversificatioa "With 
a big opportunity set you 
don't need big bets." he 
argues. 

He says, moreover, that it 
is wrong to take bigger bets 
on the big country markets. 
•’You don't necessarily have 
better signal quality on the 
larger markets." he cautions. 

PPM also finds that Japan 
is being Dashed up as attrac- 
tive. But this is only in rela- 
tion to its history. 

The future may be differ- 
ent. Jenny Rodgers is wor- 
ried about the near-term 
cyclical problems of the 
Tokyo market 

The search for better pre- 
dictions goes oo. PPM is 
looking at EVA-type models 
which relate the return on 
equity to the cost of equity. 

Ms Rodgers concludes: 
"The search for the Holy 
Grail goes on, but it may not 
come out of a spreadsheet." 


INDEX-LINKED BONDS* by Philip Gawjth 

US joins the elite party and the picture changes 

Yield oo UK index-finked gilts 

Wex-Wceti 9% over 5 yean gM (%) 

AX) 
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It is not wholly 
pie in the sky to 
talk of a new 
asset class 
emerging 

Last year the \)S joined the 
party and France has similar 
intentions. But countries 
issuing index-linked bonds 
still remain a fairly elite 
group. 

The UK. of course, was the 
trailblazer in 1981. Nearly 20 
per cent of the £2S5bn stock 
of public debt is now In 
index-linked form. The fig- 
ures in other issuing coun- 
tries such as Australia, Can- 
ada. New Zealand and 
Sweden are much smaller. 

Still, the US’s entry - with 
Treasury inflation-protected 
securities (.Tips') - changes 
the picture considerably, 
especially given the target of 
having 20 per cent of govern- 
ment debt in index-linked 
form. And. with France anx- 


ious to establish a euro-zone 
benchmark, it is not wholly 
pie in the sky to talk of a 
new asset class emerging. 

However, this is a plot in 
the early stages of develop- 
ment and readers will need 
coaxing to turn the pages. 

For governments wanting 
to curb borrowing costs, the 
picture is quite encouraging: 
research shows that index- 
linked debt in the UK has on 
average provided cheaper 
funding than conventional 
debt since it was introduced 
in unrestricted farm in 1982. 
Realised inflation has been 
on average 1.7 percentage 
points below the rate 
implied by the yield differen- 
tial between conventional 
and index-linked debt 

And with governments 
increasingly confident of 
their ability to bold inflation 
low. the incentive is there to 
issue higher portions of their 
debt in index-linked form. 
Peter Price of Hill Samuel 
Asset Management, notes: 


“Jn the UK index-linkers 
have been an excellent 
source of funds as inflation 
has continuously come in 
lower than expected." 

The only snag, of course, 
is that- roost Investors have 
antithetical interests. For a 
small number of pension 
fund managers who, on tbw 
liabilities side, have contrac- 
tual obligations to revalue 
with inflation, they are the 
perfect vehicle. But far those 
with a more discretionary 
brief, they have hardly been 
a compelling investment 
proposition. According to 
the 1998 Barclays Capital 
Equity/Gilt Study, over the 
1983-97 period, average real 
returns per annum for index- 
linked gilts were only 3 per 
cent This compares to 5 per 
cent for cash, 7 per cent for 
conventional gilts, and 13 
per cent for equities. 

Figures for 1992-97 are 
more forgiving, but never- 
theless investors have been 
asked to pay a high price far 


security, especially while 
conventional bonds and 
equities have profited from a 
powerful bull run. 

The US experience has 
also been less than auspi- 
cious. Since January 1997 
when Tips were first 
la unched, yields on 10-year 
treasuries have fallen by 
more than 100 basis points 
while yields on Tips have 
increased from 3.45 to 
around &8 per cent. 

Is the outlook from here 
any rosier? Taking a 
long-term view, a case can 
be made. In the UK. Index- 
linkers offer a real yield of 
around 3 per cent, while con- 
ventional gilts offer a yield 
to maturity of about 6 per 
rent Using a long-term infla- 
tion assumption of 3 per 
rent , they are also offering a 
real return of around 3 per 
cent. But this includes a risk 
premium for the risk that 
inflation rises, so the actual 
figure is. lower, than that 
offered by index-tinkers. 


SMwMmnicv 

The dividend yield on 
equities, meanwhile, is 
around 2'i per cent. Assum- 
ing real dividend growth of 
2'Zi per cent per annum, the 
real return on offer Is about 
5 per cent. The 2 percentage- 
point difference may com- 
pensate for inflation and 
growth risks, but index-link- 
ers do not emerge too badly 
from these comparisons. 


The snag, however, is that 
most money is allocated on 
the basis of returns over 
period of two to three years, 
not the long term. Ken For- 
man. strategist at Standard 
Life, notes: “For people mak- 
ing tactical decisions, it is 
difficult to make the case 
that index-linked is the place 
to be. particularly when the 
market lacks depth." The 


latter point refers to market 
illiquidity, which can make 
position-taking costly as 
prices move against the 
investor when large trades 
go through- 

While UK investors may 
consider equities expensive, 
there is still a decent chance 
of a rally in conventional 
bonds, especially if the UK 
enjoys a convergence rally 
ahead of expected entry into 
monetary union. And index- 
linkers are not the only 
option for the risk averse. 
There is also cash, where 
returns are fairly attractive 
considering the reasonable 
inflation outlook. 

A better bet might be to 
look across the Atlantic 
where US Tips offer good 
value. Yields are anoma- 
lously high compared to the 
UK - 3.8 per cent, against 2-8 
per cent, having actually 
risen over the past year 
while UK real yields have 
fallen around 100 basis 
points. Moreover, spreads 


against conventional bonds 
are very tight: around 225 
basis points at the 30-year 
level, and 185 basis points at 
the 10- year level. The con- 
clusion, a fairly bold one. is 
that investors expect infla- 
tion to be 2 per cent or less 
for the next 30 years. 

The fact is that for most 
fund managers, who operate 
on a medium term time- 
frame, only a dramatic 
upward revision of inflation 
expectations would make 
index-linked bonds a really 
attractive asset. But in a 
world where fiscal and mon- 
etary probity have such 
widespread acceptance, even 
inflation bears have trouble 
conjuring up that scenario. 

Doug Jones, senior fixed 
income manager at Gart- 
more Investment Manage- 
ment. comments: “Index- 
linked bonds will come into 
their own when the market 
focuses again on value. But 
they can’t compete in tins 
environment" 



Phillips &drew 


This year we’Ii be changing our name to 
Phillips & Drew to confirm the 
independence of our thinking. But we're 
not changing our investment approach. 


Because we believe that time is the true 
test of pension fund management. 


Which is why we have always taken the 
long view. Seeking out real, long-term 


value in our investments for our clients 
and not hopping on every new 
bandwagon that rolls through the city. 

It’s a philosophy we have followed 
consistently over the years. It's the 
philosophy we follow today. 

Most of all, ic’s a philosophy that has been 
successful. Adding over £2 billion in 


value for our clients, and giving us a top 
quartile performance over the last decade.* 

Most investors believe chat markets are at 
unsustainably high levels right now. But 
believing something and acting on it are 
two different things. 

There’s never been a better time to back 
a value manager. 
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CONSULTANCY • by Jane Martinson 


No answer to this bug 


The pace of 
consolidation 
has accelerated 
over the past 
few years 


If buzzwords tend to spread 
like viruses through the lan- 
guage of industry, globalisa- 
tion is a bug suffered by the 

pension fund consulting 

business. 

Nourished by a combina- 
tion of increased consolida- 
tion and greater Investment 
diversification among cli- 
ents. the bug is beginning to 
look incurable.' 

Arguments for globalisa- 
tion rely on changes in the 
industrial world at large and 
on the increased demands 
for consistent and reliable 
service from a diverse group 
of clients. 

Consultants are also 
driven by the demographic 
and political factors spurring 
forecast growth in the global 
pension fund industry over 
the next few years. 

The trend started in ear- 
nest with a profusion of 
mergers and alliances over 


the past three years and has 
been driven onwards by the 
need to expand geographi- 
cally and invest in systems 
and people to provide a 
global product 

John Webster, a partner at 
Greenwich Associates, the 
US research group, believes 
the push for globalisation is 
partly driven by these econo- 
mies of scale. 

" Manufacturing- invest- 
ment manager research is 
quite difficult, and if you can 
feed it to various different 
people it is more attractive.'’ 
he says. 

This scenario involves con- 
sultan ts salivating over the 
chance of advising Ford on 
its pension fund at Dagen- 
ham in Britain once they 
have established a relation- 
ship based on advising its 
workforce in Detroit, for 
example. Rolling out the 
higher margin product to a 
wider pool of clients is the 
basic tenet of this industrial 
argument 

Consultants have also 
argued that the trend Is a 
natural development from 
the similar shift in the -cor- 
porate world. 


Matthew Demwell, a 
spokesman for the Associa- 
tion of Consulting Actuaries, 
says: “At the moment big is 
beautiful in corporate terms 
and it’s fashionable. Corpo- 
rates therefore want their 
consultants to follow that." 

He sees the Caster pace of 
change as consultants race 
to steal a march in the 
global marketplace as a 
reflection of the world at 
lmge. “The pace of consoli- 
dation has accelerated over 
the past three or four years 
as it has hi business gener- 
ally." 

As well as reflecting the 
fashion among clients, the 
argument for globalisation is 
strengthened by changes in 
the asset management busi- 
ness itself. 

Over the past year some of 
the world's biggest firms 
have merged or taken over 
smaller rivals. 

These have typically 
involved cross-border deals 
such as the £3.1bn takeover 
of Mercury Asset Manage- 
ment, Britain's leading pen- 
sion fund manager, by Mer- 
rill Lynch, the US 
investment bank, or the 


merger of Swiss Bank Corpo- 
ration with Union Bank of 
Switzerland which brought 
together the institutional 
asset management 
operations or SBC Brinson in 
the US and FDFM in Britain. 

Such pairings have helped 
to enhance the value of mul- 
tinational research facilities 
offered by the largest consul- 
tants. As Andrew Dyson, a 
British-based investment 
consultant at William Mer- 
cer. one of the world’s larg- 
est firms, says: “When UBS 
and SBC suddenly decide to 
merge, what we think Gary 
Brinson is going to do is crit- 
ical for our view of PDFM. 

"It helps to be able to talk 
to someone in Chicago." 

Roger Urwin, head of the 
investment practice at Wat- 
son Wyatt, the hugest con- 
sultancy in Britain, says: “In 
this business you don’t have 
to be global to do a good jab, 
but increasingly it's quite a 
competitive advantage 
because it enables you to 
have a first-hand knowledge 
of managers in different 
countries. 

“I think pension funds 
have become quite con- 



Marjen Marcel Ospel of Swiss Bank Corporation andMaMs 
CabtaUsvett* of Union Bank of Switzerland 


cerned about working with 
investment consultants 
which don't have the depth 
in research." 

Despite the weight of argu- 
ment from all comers of the 
consulting world, however, 
only a handful of firms have 
marfp headway in more than 
one of the world’s largest 
pension fund markets to 
date. 

Most have a bedrock of 
support in local markets : 
which they understand and 
where they have grown up 
with local mores. 

John Webster at Green- 
wich believes that this will 
continue despite increased 
consolidation in the consult- 


ing industry. “These people 
have got to have local busi- 
nesses because there are 
local rules." he says. “That 
is nnWrri y to change." 

But increased glohalisa- 
tiou is expected to bring 
about some changes. One of 
these Is an increased empha- 
sis on performance measure- 
ment. 

_ As consultants become 
more powerful with an 
increasingly global reach the 
demand for greater account- 
ability, and perhaps global 
standards, is expected to 

grow. 

Matthew Demwell at ACA 
says that more formal pro- 
cesses to "check how you are 


doing” will become the norm 
as organisations become 
larger. 

"I have been amazed for 
years that the fund manag- 
ers did not set up their own 
monitoring service to mea- 
sure how well the consul- 
tants were doing,” he soys. 

The largest consultants 
already argue that they have 
adapted to such criticism. 
Watson Wyatt introduced a 

performance measurement 
device five years ago which 
aims to chart the perfor- 
mance of its top-rated man- 
agers, whether or not they 
ware actually chosen by cli- 
ents. 

Other managers have 
adopted different approaches 
to complaints about who 
measures the fund measur- 
ers. Frank Russell, the con- 
sultant based in Tacoma,' 
believes that the Industry 
will become more like the 
managers it recommends by 
offering a benchmarked ser- 
vice with a manager of man- 
agers structure. 

r/>y i Brennan, head of the 
group's international 
operations, says: "My theory 
is that consultants will 
look more like money man- 
agers and money managers 
will look more like consul- 
tants." 

Russell manages more 


(ban $3Sbn in the US in its 
multi-manager funds. This 
higher margin product has 
the advantage, says Mr Bren- 
nan. of being directly mea- 
surable. 

The company formed a 
joint venture with Soclecd 
Generate, the French bank, 
to develop the product 
in continental Europe 
earlier this year. It is plan- 
ning a similar move into 
Britain. 

Such a development has 
few converts in the main- 
stream British business. 
Ross Russell, chairman of 
the pensions committee at 
the ACA, said: "Most British 
consultants would shy away' 
from the Frank Russell 
model. 

"It is difficult to do both 
independent advisory work 
and sell your own products.” 

US providers are hoping 
that the British consultancy 
market, now going through 
some agonies of Its own 
because of the recent poor 
performance of the largest 
fund managers, will soon be 
willing to listen to new 
ideas. 

As the industry jockeys for 
position and deals with the 
stresses of managing 
increasingly global compa- 
nies, the sense of change is 
likely to grow. 
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SHAREHOLDER VALUE • by Tony Jackson 


Obstacles may be more deep-seated than expected 


The pressure is 
on Japanese and 
Continental 


companies to 
conform 


From the vantage point of 
Wall Street or the City of 
London, the doctrine of 
shareholder value can easily 
seem an established truth. 
For US and UK companies, 
certainly, value-based man- 
agement has become some- 
thing of a cliche. 

Granted, the argument 
runs, there may still be 
patches of resistance in 
Japan and Continental 
Europe. But no-one wants to 
invest in Japan now anyway: 
and as for the Continent, all 
that will be taken care of by 
the advent of the euro. 

Well, maybe. But it would 


be as well to recall two 
things. First, the obstacles to 
shareholder value may be 
more deep-seated than they 
appear. Second, even in the 
Anglo-Saxon economies, it 
remains to be seen how for 
companies' conversion to 
value-based management 
will survive the next real 
bear market 

There is no questio n th at 
the pressure is on. CalPERS, 
the Californian pension fund 
giant, has S4bn invested in 
Japan and $2bn in France, 
and has published guidelines 
for corporate governance in 
both countries. 

The Japanese market, 
according to CalPERS' chair- 
man Charles Valdes, "will 
become more attractive to 
investors only if It adopts a 
corporate governance stan- 
dard that Is more representa- 
tive of shareholders' inter- 


ests". France, meanwhile, 
"needs to begin meeting 
market expectations and 
requirements", and must 
develop "a greater focus on 
the role of shareholders 
when defining the corpora- 
tion's interest". 

For a US institution to 
chastise Japan might seem 
cheeky, considering the 
extent to which the value of 
its own US investments is 
propped up by Japanese cash 
flow. Nor is it clear that Con- 
tinental Europe will be a 
pushover. 

Marion Collins, a corpo- 
rate governance specialist 
with Barclays Global Invest- 
ment says: "The restructur- 
ing needed in a country like 
Germany is absolutely fun- 
damentaL The banks are 
often still the shareholders, 
and are unlikely to pull the 
rug on companies where 


they have a double interest” 
Nor, Ms Collins points out 
is there any Incentive for 
employees to change their 
attitudes, especially if - as 
often on the Continent - 
their pensions are tm funded. 
Not only do they have no 
vested interest in the stock 
market they may feel that 
the more cash goes to share- 
holders, the less is left for 
them in retirement 
Nor is it easy, in the case 
of some Continental compa- 
nies, to unpick the rhetoric 
from the reality. Last month 
Ulrich Hartmann, head of 
the German industrial giant 
Veba, was in London 
addressing an investment 
audience. First, he made 
plain he was keen to attract 
investment capital from Lon- 
don and New York. Second, 
as one might therefore 
expect, he affirmed his belief 


in the primacy of sharehold- 
ers. But he was also robust 
in defending Veba’s some- 
what unfashionable con- 
glomerate status, which 
takes it from speciality 
chemicals to distributing 
household electricity. 

One should not be too 
gloomy about this, A senior 
Brussels bureaucrat recently 
remarked that some Conti- 
nental company bosses now. 
talked constantly of their 
share prices, whereas five 
years ago they could have 
put a figure to than. He him- 
self, he remarked, was put- 
ting his savings into Conti- 
nental equities as a result 

And indeed, the euro will 
expose shortcomings in gov- 
ernance, as will the build-up 
of funded pension schemes. 
A French company, for 
instance, may well feel polit- 
ically constrained in con- 


fronting its workers. But 
what happens when its pen- 
sion fond can invest freely 
across the euro zone, and 
can pick stocks which give 
shareholders a higher prior- 
ity than the. company does 
itself? 

But the big question 
remains: how for the vogue 
for shareholder value is an 
irreversible process, and 
how for it is file product of a 
16-year bull market 

This is. something about 
which value-conscious com- 
panies and their advisers 
have already thought Sup- 
pose the equity market does 
collapse, they say. In that 
case, those companies least 
attentive to shareholder 
value will be punished more 
severely. 

No doubt But there is a 
deeper issue. How for does 
companies’ conversion to 


shareholder value reflect the 
realisation by managers that 
stock options ore the best 
way to make a fortune? And 
if stock becomes a depredat- 
ing currency, r«n managers 
be rdied upon to identify so 
absolutely with sharehold- 
ers' interests? 

In the US, one solution to 
this is already proposed. In 
Silicon Valley especially - 
but not exclusively - it is 
assumed that come the bear 
market, managers' stock 
options will simply be 
repriced. That way, their 
incentives will remain 
intact, and shareholder 
value will still role. 

1 It remains to be seen how 
for this will appeal to the 
institutions, which will be 
obliged to fork out extra 
stock to keep managers 
happy while facing large 
book losses themselves. And 


if managers are not allowed 
this, what other means will 
the institutions have of 
retaining their loyalty? 

But with the Dow and the 
FTSE at around 9,000 and 
6,000 respectively, this is per- 
haps too gloomy- The bear 
market Is not upon us yet 
Nor is there any question 
that the pressures that have 
produced the revolution in 
attitudes to shareholder 
value are still very powerful. 

Not least of these is that 
□lustrated by the CalPERS 
example. Around the world, 
the US corporate model Is in 
the ascendant, and US corpo- 
rate governance along with 
it. At some point, doubtless, 
both will be challenged, 
whether from a resurgent 
Asia or a unified Europe. In 
the meantime, though, it is a 
good time to be a portfolio 
investor. 
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The economy has been stabilised 
but reforms are needed to revive 
growth and investment, write Stefan 
Wagstyl and Robert Anderson 

Counting the cost 
of the golden years 


A fter the party, the 
hangover and the bill. 
The Czech Republic is 
paying the price for the 
political and economic mis- 
takes made during the 
golden years of the early 
1990s when the country's 
economic miracle was the 
envy of eastern Europe. 

The economy is stagnat- 
ing. industry is burdened 
with debt, and unemploy- 
ment, though low by inter- 
national standards at just 
under 6 per cent, is rising 
rapidly. Foreign investors, 
who once crowded into 
Prague, have gone else- 
where, put off by poor eco- 
nomic prospects and by the 
stench of financial scandal. 

The Czech Republic 
remains a much wealthier 
and more economically 
developed country than most 
others in eastern Europe, 
including neighbouring 
Poland and Hungary. But 
Prague has this year started 
negotiations with Brussels 
over EU membership in a 
worse economic condition 
than it could have imagined 
even 18 months ago. 

The government has suc- 
ceeded in stabilising the 
economy following last 
year’s currency crisis. The 
caretaker administration of 
Josef Tosovsky, the central 
bank governor turned 
interim prime minister, also 
knows what needs to be 
done next In order to revital- 
ise growth - including rapid 
bank privatisation, legal 
reform and the reorganisa- 
tion of capital markets. 

But with a general election 
looming in June, the govern- 
ment lacks the mandate to 
take^significant. long-term 


decisions. Moreover, there is 
every sign that the election 
wiB fail to produce a clear 
result. . 

Vaclav Klaus, prime minis- 
ter from 1992 and ’97 and 
architect of the period of 
rapid growth, remains an 
important political force. But 
he is too closely linked with 
financ ial mismanagemen t to 
win decisive support from 
voters. 

The opposition Social 
Democrats could emerge as 
the biggest party - but may 
only form a government in a 
coalition with smaller group- 
ings. 

Whatever happens. Czechs 
seem unlikely to elect a gov- 
ernment with a strong man- 
date. As Zdenek Somr, presi- 
dent of the economic 
chamber of the Czech Repub- 
lic, the chamber of com- 
merce. says: “In the future 
nobody will be able to rule 
with the same power as Mr 
Klaus did because nobody 
wants to put so much confi- 
dence in the government any 
more." 

At first sight, the Chech 
Republic offers little evi- 
dence of economic distress. 
The picturesque streets of 
Prague, the busy interna- 
tional exhibition halls of 
Brno and the prosperous- 
looking towns and villages 
with their freshly-painted 
houses all bear witness to a 
prosperous country. 

Living standards are 
among the highest in the 
former Communist bloc. 
With only 4 per cent of out- 
put in agriculture, the coun- 
try is not burdened with the . 
problems of an inefficient 
farming community which 
bold back modern- 


isation elsewhere, notably 
Poland. 

The low unemployment 
rate keeps poverty at bay. In 
Prague it is virtually zero - 
an achievement matched by 
few European cities of its 

However, just below this 
healtby-Iooking surface, 
problems lurk like danger- 
ous bacteria. They are to be 
found in the diffi culties com- 
panies have in raising 
finance, in the reluctance of 
entrepreneurs to seek out- 
side capital and in murky 
ownership structure of much 
of industry. 

Too many Czech compa- 
nies trust each other too 
little to do business effec- 
tively. As Mr Alain Pflloux, 
director for Poland, the 
Czech Republic, Slovakia 
and the Baltics at the Euro- 
pean Bank for Reconstruc- 
tion and Development, says: 
“The Czech Republic must 
restore the rule of law as far 
as financial operations are 
concerned." 

The roots of the problem 
lie in the laissez-faire poli- 
cies pursued in the early 
1990s by Mr Klaus, in which 
entrepreneurs were given 
free rein - often at the 
expense of other parties such 
as creditors. Investors and 
customers. 

To make matters worse. 
Mr Klaus's mass privatisa- 
tion programme left owner- 
ship of much of Czech indus- 
try in the hands of 
investment fund managers 
and of basks. With few rules 
governing the relationships 
between ownership and 
management control, the 
opportunities for fraud were 
eagerly exploited by .unscru- ' . 



Josef Tosovsky 1 * administration must get reforms in 'rain in a country once the envy of eastern Europe 


pnlons financiers - Czech 
and foreign alike. 

To be fair, Mr Klaus recog- 
nised the problems towards 
the end of his adminis tration 
which ended when he was 
forced to resign last autumn 
over a political funding scan- 
dal linked to privatisation. 
He started work on reform 
which the caretaker govern- 
ment has begun to put Into 
place - including the estab- 
lishment of the Securities 
Commission, the govern- 
ment's markets watchdog, 
and laws to control invest- 
ment funds and the invest- 
ment activities of banks. - 


More measures are in the 
pipeline, such as more effec- 
tive reporting procedures In 
the stock market and the 
possible creation of a take- 
over panel. Mr Ivan Pilip, 
the finance minis ter, says: 
“We have made a start." 

However, one key reform 
will have to wait until after 
the election - the privatisa- 
tion of the three big banks 
still in state hands - Ceska 
Sporitelna, Ceskoslovenska 
Obchodni Banka and 
Komercni Banka. 

The government would 
like to see them privatised 
as soon as possible - by sell- 


ing strategic stakes to inter- 
national banks - without 
any addition to the KclGObn 
crowns of official financial 
support already given to the 
banking industry. But 
investment bankers are not 
sure whether foreign banks 
can be tempted on such 
terms. 

Meanwhile, the opposition 
Social Democrats warn that 
if they form the next govern- 
ment they would delay pri- 
vatisation until the banks 
were restructured to make 
them more effective. But 
they would not inject any 
more public money. 


Seran kkmy /lap leftj. Am Cxrfttrr* 

Even if privatisation is 
completed in the next year 
or so, much work will 
remain to be done before 
confidence is restored in 
Czech financial markets. 
Foreign bankers say that 
reforming institutions is 
easier than reforming atti- 
tudes. Jan Mueller, chair- 
man of the newly-established 
Securities Commission says 
he knows that foreigners 
think of the Czech Republic 
as a "den of thieves” and 
changing this view could 
take three to five years. 

Meanwhile, the govern- 
ment is belatedly -‘launching 


a campaign to attract foreign 
direct investment with tax- 
breaks and other financial 
incentives in recognition of 
the role of such aid In 
Poland. Hun garj‘ and other 
neighbouring countries. 

'Hie picture Is not univer- 
sally gloomy. Volkswagen, 
the German carmaker, is 
widely regarded in the Czech 
Republic to have done a 
first-class job in revitalising 
Skoda Auto, the carmaker, 
and its component suppliers. 
The motor industry is lead- 
ing a rapid increase in 
exports which rose 45 per- 
cent In the first quarter, 
compared with the same 
period of last year. 

As Mr Somr of the cham- 
ber of commerce says; “Once 
capital is put into place, a 
company's prospects are 
good. Czech workers are 
very capable. Many interna- 
tional companies say their 
Czech subsidiaries are their 
most successful." 

A recovery in economic 
growth from the this year’s 
forecast level of 1-2 per cent 
would do wonders for 
attracting interest from for- 
eign investors. Rea] wages 
are falling for the first time 
since early 1990s - suggest- 
ing that employees are 
responding to rising unem- 
ployment by developing a 
more realistic attitude to pay 
rises. 

There is also evidence that 
financial pressures are forc- 
ing managers to take painful 
but necessary decisions such 
as moves to cut jobs. For 
example, Ceska Sporitelna 
last year closed 600 of 1.700 
branches with the loss of 
1,800 staff. However, it may- 
have further to go as it 
retains a payroll of 17,500. 

But there are limits to 
rapid action when financial 
resources are so limited. 
Banks will remain short of 
funds until they are recapi- 
talised with the help of for- 
eign capital. 

Companies will only turn 
to the stock market, when 
entrepreneurs learn to trust 
outside investors. As Zdenek 
Bakala. chairman of Patria 
Finance, a Prague invest- 
ment bank, says: "The mine- 
field which was laid by the 
Klaus government is going 
to hold this country back for 
a number of years." 




As an important partner Nomura International acquired a stake in 1PB 
in UBS to form the largest Czech private bank with international know-how: 
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ECONOMY • by Stefan Wagstyl 


Prosperous postcard view belies true picture 

himlt smut* of W'W 


Life seems 
comfortable so 
really painful 
decisions are 
being delayed 

At first sight, the Czech 
Republic is the picture of 
prosperity. The crowds of 
foreign tourists pouring into 
Prague every day and spend- 
ing money. The well-kept 
towns and villages, with 
their freshly-painted houses 
and newly-installed double- 
glazing. One of the lowest 
unemployment rates in 
Europe. 

But underneath, all is not 
well in eastern Europe's 
wealthiest country. What 
was once hailed as the “mir- 
acle” economy of the post- 
Communist world is strug- 
gling with slow growth, high 
infla tion and serious struc- 
tural problems. Many of the 
difficulties are the legacy of 
the laissez faire policies of 
Vaclav Klaus, the former 
prime minis ter, who was 
forced to resign last aut umn. 

While the government has 
successfully stabilised the 
economy following last 
year's foreign exchange cri- 
sis, progress towards struc- 
tural reform has been fairly 
slow. The caretaker adminis- 
tration. which took over 
from Mr Klaus, is not in a 
good position to make dras- 
tic changes since its term 
expires at the general elec- 
tion in June. 

"Structural ‘reform pro- 
ceeds slowly so that produc- 
tivity improvements and 
output growth will remain 
subdued,” says the Organisa- 
tion for Economic Co-opera- 
tion and Development in its 
latest report on the Repub- 
lic. 

The OECD expects that 
the economy will this year 
grow only -0.9 per cent, even 
less than the 1 per cent 
recorded last year, when the 
country had to cope with 
Roods as well as the turmoil 
of the currency crisis. 

The government's statisti- 
cal office is slightly more 
optimistic with a 1.4 per cent 
target (recently reduced 
from 1.9 per cent), but this is 
well short of the recent peak 
of 6 per cent recorded in 
1995. Some business people 
insist that the statistics 
exaggerate the gloom. 

Alexander Winkler, chief 
executive of GiTy, a fast- 
growing maker of computer 
connections, says: "I think 



Prague’s stock exchange . . . prices are languishing 


the picture of the Czech 
economy that everybody 
talks about is much worse 
t han the reality. People 
should be more positive.'' 

However, Mr Winkler is in 
a minority. Keith Brandon, 
head of the Czech and Slo- 
vak operations of Tesco. the 
British supermarket chain, 
says: "We can feel the slow 
down in our stores.*' 

But the outlook is not all 
bad. Last year's devaluation 
of the crown has boasted 
exports, which rose 10 per 
cent last year and are expec- 
ted to rise a further 6J5 per 
cent in 1998. despite a recent 
rise in the currency. Leading 
is Skoda Auto, the carmaker 
in which Germany’s Volks- 
wagen has a controlling 
stake, and its suppliers. 

As a result, the OECD 
expects the current account 
deficit to fall from last year's 
danger level of 7.6 per cent 
of GDP to 6 per cent in 1998 
and under 4 per cent next 
year. This is stm at a level 
which could leave the Czech 
Republic vulnerable to inter- 
national currency shocks, 
but at least there is progress. 
As Ivan Filip, the finance 
minister, says: “Of course 
there are still difficulties but 
the movement is in the right 
direction." 

Also, while Mr Elans 
allowed great freedom to pri- 
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vate companies and to semi- 
state organisations like pert- 
ly-privatised banks, govern- 
ment spending was generally 
kept in check. The total pub- 
lic deficit last year was 2.7 
per cent of GDP after allow- 
ing for emergency flood 
spending. Mr Pflip says that 
this year the government is 
on target for 1-1.5 per cent, 
less than half the level 
demanded of would-be Brno 
members under the Maas- 
tricht Treaty. 

However, the government 
is having less success in 
dampening the fires of infla- 
tion stoked under Mr Klaus 
partly by a rush of foreign 
investment and by excessive 
consumption, often fuelled 
by easy profits in the coun- 
try’s scandal-ridden financial 
markets. 

Despite the sharp increase 
in interest rates pushed 
through last year, retail 
price inflation is rising from 
&5 per cent in 1907 to an 
animal rate of more than 13 
per cent so Ear this year. The 
figures include sharp 
increases in government- 
controlled rents and utility 
prices which are being 
raised to market levels. 
Although deeply unsettling 
to many poorer Czechs, 
these rises are a necessary 
element of the development 
of the market economy. 


After stripping out regu- 
lated prices, net inflation is 
still r unning at about 8 per 
cent, compared with the cen- 
tral bank's end of year target 

of a maximum of 6.5 per 
cent Pavel Kysilka, the act- 
ing governor, says interest 
rate changes will depend on 
the inflation outlook. A big 
force behind infla tion has 
been wage increases, which 
have consistently exceeded 


productivity improvements 
in the 1990s. But there are 
signs of change, under pres- 
sure from a modest rise in 
unemployment 
Employers say staff turn- 
over is falling, even in 
Prague, where the official 
jobless rate is dose to zero. 
The national rate is set to 
double from 3.1 per cent in 
1SS5 to more than 6 per cent 
by the end of 1998, as many 


big companies respond to 
the economic slow down 
with the first serious staff 
cuts. For example, Ceska 
Sporitelna, the state-con- 
trolled hank which employs 
17.500, last year closed 600 of 
1.700 branches. 

Rationalisation will help 
raise efficiency and export 
competitiveness. But It will 
not of itself solve the Czech 
Republic's underlying diffi- 


culties. The main burden is 
the inability of the banks or 
the capital markets to pro- 
vide industry with finance. 

Mr Klaus’s mass privatisa- 
tion programme has left the 
country with a confused 
ownership structure in 
which control over many 
industrial companies is 
shared between the govern- 
ment, banks (state-controlled 
and private) and investment 


Itinds, some of which have a 
bad reputation. Meanwhile 
banks, which lent freely in 
the early 1990s. an? saddled 
with bad debts and charge 
high interest rates. Foreign 
investors are reluctant to 
wade Into the quagmire until 
the rules art* made dearer 
and the financial system is 
made more transparent. 

The result is that Czech 
companies are starved of 
capital and cannot properly 
exploit the undoubted skills 
of Czech labour or their mar- 
ket opportunities. 

The answer Is wholesale 
reform in the financial mar- 
kets and in the banking 
industry, as other articles in 
♦his survey show. Also, as 
Mr Kysilka of the central 
bank says Czechs now real- 
ise that only strategic for- 
eign investors have the capi- 
tal and the skill to properly 
modernise many big compa- 
nies. including banks. 

Alain Pilloux. director for 
Poland, the Czech Republic, 
Slovakia and the Baltics at 
the European Bank for 
Reconstruction and Develop- 
ment. says that the Czech 
Republic's problems are tem- 
porary because “there Is a 
willingness to tackle prob- 
lems.” 

That is undoubtedly true 
with parties across the polit- 
ical spectrum demanding 
financial reform. But what is 
missing is any great sense of 
urgency. Perhaps, economic 
life is still a little too com- 
fortable for Czechs to start 
taking really painful deci- 
sions. 


POLITICS* by Robert Anderson 


Limbo likely to continue 


In recent polls 
many thought 
life was 
better under 
communism 

The Czech Republic is in the 
throes of a shadow election 
campaign that began when 
Vaclav Klaus's minority gov- 
ernment collapsed in 
November - and, arguably, 
even in 1996 when his coali- 
tion lost its majority. 

The early elections that 
have been called for June 
19-20 could end the. instabil- 
ity and bring to power the 
first left-of-centre govern- 
ment since 1986. 

But they seem more likely 
to continue the deadlock as 
the electorate, though disil- 
lusioned with the right-wing 
parties that have ruled since 
1992, cannot yet bring itself 
to put its trust in the 
left-wing alternative. 

Since the end of last year 
the country has been in a 
state of limbo under the 
caretaker government of 
Josef Tosovsky, the central 
bank governor. It has only 
been able to carry through 
existing legislation and pre- 
pare some proposals for the 
next administration. 

Mr Tosovsky, who has said 
he has no intention of 
remaining in politics, has 
kept a low profile which 
appears to suit the subdued 
mood of the electorate. 

Czechs are deeply disillu- 
sioned. The Czech economic 
model has been shown to be 
deeply flawed, living stan- 
dards are stagnant anti poli- 
ticians are despised for their 
bickering and alleged cor- 
ruption- In recent polls more 
people thought life was bet- 
ter under communism. 

This bitter mood should 
have benefited the Social 
Democrats (CSSDj. Their 
leader, Milos Zero an. has 
built the party up as a credi- 
ble force by often intemper- 
ate attacks on government 
policy and ethics. 

However, the party hit a 
ceiling of around 30 per cent 
in opinion polls in February 
and has since dropped 
around five points to a lower 
figure than it won in 1996. 

The party's problem is 
that the resignation of Mr 
Klaus oyer a political fund- 
ing scandal removed him as 
a target. After his party 
moved into opposition and 
Split, the Social Democrats 
were thrust Into the spot- 
light This has not been a 
comfortable experience. 

The party's inexperience 
has been demonstrated by 
the way it has failed to 
speak with one voice about 
Its programme or to answer 
opponents' attacks effec- 
tively. This is vital because 
Mr Zeman is routinely pillo- 
ried by the largely right- 
wing media for his judg- 
ment verbosity and peieanal 
behaviour. 

This paints to a deeper 
problem the party faces - 
making the left acceptable 
after 40 years of communism 
and six years of right-wing 
dominance. “The word 
socialism does not and can- 
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not appear anywhere in our 
programme," says Jan 
Kavan, a potential foreign 
minister. It is very difficult 
to use the word here. 

“We have a problem of 
convincing people that we 
have the capability of being 
in power. We have had to 
create our own experts in 
the wilderness." 

Paradoxically, the implo- 
sion of the right has harmed 
the Soda] Democrats* 
chances of forming a govern- 
ment. Its potential allies, the 
Christian Democrats (KDU- 
CSL) from the farmer gov- 
ernment. have failed to pick 
up votes from the other cen- 
tre-right parties and remain 
confined largely to their 
Catholic forming redoubt in 
southern Moravia. 

Instead, the Freedom 
Union, (US), which broke 
away from Mr Klaus's ODS, 
has been the main benefi- 
ciary. It bas taken votes 
both from the ODS and the 
ODA, the third member of 
the former coalition which 
looks certain to fall below 
the 5 per cent voting thresh- 
old after its own funding 
scandal. 

The ODS rump and the 
Freedom Union are now win- 
ning more support than the 
united party was. 

“The splintering of the 
right has not helped the 
left" says Mr Kavan. “The 
emergence of the Freedom 
Union has created the possi- 
bility of us not forming a 
government". 

Some polls have even Indi- 
cated that the old coalition 
could win re-election. But a 
Social Democrat-Led govern- 
ment is still the most likely 
outcome, with the Christian 
Democrats and, if It gains 
enough votes, the Pensioners 
party (DZJ) as allies. 

But it is far from clear 
that this combination will 
have a working majority 
because of the strength of 
two untouchable extremist 
parties, the hardline Com- 
munists (KSCM) and the Ear- 
right Republicans, (SPR- 
RSC), who are thriving an 
the present social malaise. 

“As long as the extremists 
take up to 20 per cent of the 
vote it is hard to create any- 
thing stable,” says Jiri Pebe, 
President Vaclav Havel’s 
political adviser. 

If the Social Democrats fall 
short, the Freedom Union 
has hinted that it might be 
prepared to give the govern- 
ment temporary backing. 

However, Ivan Pilip, the 

Freedom Union finance min- 


ister, cautions: “I cannot 
imagine forming a stable 
government with the Social 
Democrats. Our conditions 
would be very tough.” 

Nor are the Christian 
Democrats likely to be 
doughty allies. Thetr leader, 
Josef Lux, has won a reputa- 
tion as a political intriguer 
and would need to strike 
independent positions to pro- 
tect his back from other cen- 
tre-right parties. 


The election could there- 
fore lead to further instabil- 
ity at a time when the coun- 
try desperately needs stable 
government to recover 
momentum in its transition 
towards European Union 
membership. 

Unfortunately, the lack of 
any history of alternation oT 
governments has meant that 
the parties are too polarised 
to consider a grand coalition. 

"The parties are like sects. 


They are unable to talk to 
each other," says Mr Pehe. 

This polarisation is more 
of personalities and ideolo- 
gies than policies. 

Social Democrat economic 
policy has been put together 
by sober-suited business- 
friendly figures such as Jan 
Klacek. the new head of 
Investicni a Postovni Banka, 
Jan Vrba, a former industry 
minister, and Ivo Svoboda, a 
former deputy finance minis- 
ter. The party certainly 
intends to go slower on pri- 
vatisation and run a higher 
budget deficit than the right, 
but it should be even 
tougher on the notoriously 
corrupt capital markets. 

If the party is finally given 
the chance to govern it is 
bound, however, to he a test- 
ing experience in a difficult 
political and economic cli- 
mate. “It will be our first 
attempt at governing and it 
will he harshly judged," says 
Mr Kavan. “If we fail it 
could be a very long time 
before the next Social Demo- 
crat government" 
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CAPITAL MARKETS • by Stefan Wagstvl 


‘There are no quick 
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Reform of the 
scandal-ridden 
system is a 
priority for 
the politicians 

"To set up a business is 
easy." says Zdenek Somr. 
president of of the Czech 
national chamber of com- 
merce. “But to run it with- 
out capital is almost impossi- 
ble." 

The Czech Republic’s 
greatest economic challenge 
is to turn its illiquid and 
scandal-ridden capital mar- 
kets into a proper source of 
finance for its companies. 

The present phase of hi gh 
interest rates has crippled 
many companies, large and 
small, and brought home the 
urgent need to restart the 
supply of equity capital and 
long-term bond finance. 

Foreign investors, who 
once rushed to the Czech 
Republic and could still pro- 
vide some of the funds 
needed, are calling for 
reform before they look 
again at Prague’s financial 
markets. They might be less 
demanding if the economy 
were to pull out of its stag- 
nation and equity prices 
start recovering. For now 
that seems a distant hope. 

Zdenek Bakala, chairman 
of Patria Finance, a Prague 
investment bank, says: T 
don’t see much prospect of a 
return of foreign (portfolio) 
investors." 

Prices on the Prague Stock 
Exchange, which has a capi- 
talisation of Kcs680bn have 
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languished in the past year. 
There has been only one 
small new issue- 

Only bond issues have 
shown a little life, with the 
government, banks and a 
handful of big industrial 
companies accounting for 
most of the activity. 

In the past year the mar- 
ket value of bonds listed on 
the exchange rose 24 per 
cent to Kcl66bn, or 24 per 
cent of its capitalisation, 
reports A tlantik FM, a lead- 
ing broker. 

Stung into action by last 
year's economic crisis, the 
government has started the 
long job of rebuilding confi- 
dence in the capital markets 
through various reforms and 
the la unching last month of 
the Securities Commission, 
the markets watchdog 
chaired by Jan MfUler. . But 
it will take time because it is 
not only laws and regula- 
tions which must change but 
also economic structures 
and commercial attitudes. 


Gerard Sanders, chief 
counsel at the European 
Bank for Reconstruction and 
Development, says: "There 
are no quick fixes. 

"Raising laws to interna- 
tional standards is easy. 
Raising institutions takes 
time. Changing the culture 
is even more difficult, but it 
is cnudaL” 

The origin of the trouble is 
the confused ownership 
structure which emerged 
from the mass privatisation 
programme of the early 
1990s promoted by Vaclav 
Klaus, the laissez-faire prime 
minister who resigned late 
last year. 

Millions of- Czechs were 
sold vouchers 1 for shares in 
state-owned enterprises. 
Financiers grabbed control 
of snbstantial chunks of 
companies by inviting their 
fellow citizens to pool vouch- 
ers in national investment 
funds. Many were run hon- 
estly but others were used 
for the self-enrichment of 


Jan MOflsr, Prague’s watchdog 

the managers. Some of the 
worst abuses were curbed, 
but Mr Klaus continued to 
give financial companies a 
very free hand. 

Among the biggest benefi- 
ciaries were the large state- 
controlled banks, which 
have built up commanding 
positions by operating as 
both lenders to industry and 
substantial shareholders 
through in-house investment 
funds. -Doe to a lack of roles 
and inadequate enforcement, 
90 per cent of trading in 
Czech equities and bonds is 
done off the Prague Stock 
Exchange. 

The interim government 
has attacked the problems 
with measures led by the 
establishment of the Securi- 
ties Commission, which has 
the power to investigate 
alleged wrongdoing and 
impose penalties. 

Parliament has passed a 
law to force the national 
investment funds to become 
open-ended so that they sell 


BANKING * by Robert Anderson 


Sell-offs continue apace 


Foreign expertise 
and capital is 
being sought as 
preparations for 
EU are made 

Two Czech banks have been 
sold in the past few months 
and three more are on the 
block in a process that will 
not only revolutionise the 
banking sector but will' 
transform the economy. 

Investicni a Postovni 
Banka, the third largest 
bank by assets, was finally 
fully privatised in March 
through the sale of the 
state's 36 per cent stake to 
Nomura, the Japanese 
investment bank, for 
K53.03bn. Agrobanks, which 
is under central bank admin- 
istration, is in the process of 
being sold to GE Capital, the 
financial arm of the US con- 
glomerate. for a reported 
K£2.1bn. 

Next month' a tender 
should be issued for the sale 
to one investor of more than 
51 per cent of the state's 66 
per cent stake in Ceskosl ov- 
ens k a Obchodn) Banka 
(CSOB). the old foreign trade 
bank. 

Advisers are still discuss- 
ing proposals with the gov- 
ernment for the sale to indi- 
vidual investors of at least 
34 per cent of the two largest 
Czech banks: Komercni 
Banka, the 49 per cent state- 
owned commercial bank, 
and Ceska Sporitelna, the 
retail bank in which the 
state holds 46 per cent. 

There is general recogni- 


tion that the attempt 
to build a home-grown, 
largely state-owned, banking 
sector that would support 
industry as owners and lend- 
ers was a mistake. The big 
banks now need foreign capi- 
tal and expertise to prepare 
for the European Union and 
the. expected concentration 
of the European banking 
industry. 

The government will not 
wait for 'a deal with' Slo- 
vakia, which since the divi- 
sion of Czechoslovakia holds 
24 per cent of CSOB and 
claims 16 per .cent of 
Komercni, though the 
Czechs only recognise 13 per 
cent. It has also protected 
CSOB’s privatisation from a 
dispute with Slovakia over a 
K£l5.8bn debt Last month 
the government guaranteed 
to cover 90 per cent df the 
debt, with interest, if it can- 
not be recovered 

However, the final shape 
of the privatisation wffl have 
to wait on the elections in 
June. The Social Democrats, 
the likely victors, support 
privatisation but some 
momentum is bound to be 
lost. Ivo Svoboda, a potential 
finance minister, neverthe- 
less insists: "The three, big- 
banks might be ih' private 
hands after two years but we 
want to make it on a correct 
commercial basis." 

The party argues that the 
banks must be separated 
from their large industrial 
shareholdings before they 
are sold - a process that new 
legislation is already encour- 
aging. 

But there appears to be 


disagreement over the key 
Issue of whether the state 
should also recapitalise the 
banks and take over their 
bad debts. 

Milos Zeman, the party's 
leader, argues: “It would be 
quite impossible for us to 
give more subsidies to the 
banking sector. This govern- 
ment gave a huge amount of 
money to the banking sector 
without, any benefit. It 
should be -done 'by the pri- 
vate sector, by foreign inves- 
tors.” 

However, his economic 
experts are more ambiva- 
lent Mr Svoboda says the 
state may have to take an 
Kamercrvi’s bad debts and 
Jan Vrba, a potential indus- 
try minister, says be favours 
improving the debt portfo- 
lios before privatisation. 

The privatisation advisers 
have told the government 
that fo maximise the price it 
would 'lie better to first 
restructure Komercni- and 
Ceska Sporitelna. which suf- 
fer from under-provisioned 
bad loan portfolios. 

The government is resist- 
ing this advice because the 
public finances are in no 
state to again bail the banks 
out Ivan PDip, finance min- 
ister, says: “Our strategy is 
not- to write off bad debts. 
This will lower the mice of 
course but otherwise it 
would postpone the privati- 
sations and cost the state 
more." 

However, Zdenek Bakala, 
whose local investment bank 
Patria Finance is assisting 
Merrill Lynch on Ceska 
Sporitelna's privatisation. 


says all bank privatisations 
in the region have required 
portfolio restructuring. “I 
don't believe any of these 
banks can be sold as they 
are,” he argues. 

Thf two big banks are 
beginning to address their 
portfolios hot it could take 
one or two years before they 
are fully provisioned. Fitch 
IBCA last month down- 
graded both banks' 
long-term ratings 'tti-BfcB, 
saying the banks "suffer 
from high levels of impaired 
lending which in the agen- 
cy's view are not yet ade- 
quately reserved.” 

The problem Is that 
high Interest rates and the 
economic slowdown are 
worsening banks' loan port- 
folios almost as fast as they 
can repair them. And this 
environment also means the 
banks themselves are not 
ma k ing s uffici ent profits to 
shore up their provisions. 

Profits have also fallen 
because the market is now 
much' toore competitive. For- 
eign hawks are skimming off 
the best corporate clients 
and attracting the high-earn- 
ing retail customers. The 
arrival of Nomura and GE 
Capital will only accelerate 
this process. 

Without quick recapitalis- 
ation - either before, during 
or after privatisation - the 
three leading banks may 
struggle and foil behind as 
entrants become established. 
If this happens, the sale 
prices will foil and growing 
companies will continue to 
find it difficult to find loam 
at reasonable interest rates. 
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big portions of their hold- 
ings. It has also ordered 
banks to separate their asset 
management businesses 
from their lending 
operations and reduce the 
maximum stakes they can 
hold in Industrial companies 
to 60 per cent. 

The aim Is to introduce 
greater transparency and to 
improve the functioning of 
banks by reducing the scope 
for conflicts of interest. 

However, there is no plan 
to abandon the principle of 
universal banking, which 
Czech officials and bankers 
say works well in western 
European countries. 

The government and the 
Securities Commission are 
planning to overhaul stock 
exchange rales. Including 
the introduction of full 
reporting of all trading. 

The goal is to capture 
more information on more of 
the 90 per cent of equity 
transactions which now 
takes place off the exchange. 
Eventually, the authorities 
would like to ban off-ex- 
change dealing altogether. 

There are also tentative 
plans to establish a takeover 
panel, which would help to 
shed light on murky owner- 
ship battles fought among 
shareholders. 

Even more significant are 
long-running plans for the 
full privatisation of the three 
state-con trolled banks - 
Ceska Sporitelna, Ceskoslov- 
enska Obcbodni Banka awri 
Komercni Banka. 

The caretaker government 
is making some pre-privati- 
sation preparations. But the 
decision will be left to the 
election victors. 

The centre-right parties 
say they will press ahead 
with reform if they win. The 
Social Democrats are less 
committed to rapid bank pri- 
vatisation but plan to sell 
the state's stakes at some 
point. Its leader, Milos 
Zeman, wants to punish 
“economic criminality." 

Richard Wood, head of 
Wood & Co, a Prague invest- 
ment broker, says the gov- 
ernment is now on the right 
track. “Things have started 
to happen, but they have 
started late,” he says. 

"Everybody knows who 
the bad guys are. They have 
got to get them somehow.” 


UK retailer makes 
up for lost time 


Tesco is the UK's biggest 
supermarket retailer but it 

has been slow to expand 
overseas. It is now making 
op for lost time and the 
Czech Republic is playing a 
big role in those plans. 

. “Until five years ago we 
weren't in an overseas 
country," says Keith 
Brandon, the company’s 
chief executive for the 
Czech Republic and 
Slovakia. 

Then in quick succession 
the company bought a 
chain of stares in Hungary 
in 1994, another in Poland 
in 1995, and a chain of 13 
previously state-owned city 
department stores in the 
Czech Republic and 
Slovakia from the US 
retailer K-Mart in 1996 for 
STJm. 

“We tried to find entry 
vehicles because we wanted 
to hit the ground running.’* 
says Mr Brandon. “We 
happened to find Hungary 
first and we are two years 
ahead there." 

After bailing out of 
France last year, the 90 or 
so stores in central Europe 
are now Tesco's only 
operations outside the 
British Isles. 

Last year it recorded 
revenues of Kblitfbu in the 
Czech Republic, making it 
the country's fourth biggest 
retailer, and it now 
employs 2^00 people. 

Tesco has adapted itself 
to the Czech market by 
selling- a range of mostly 
locally-produced products. 
Only one third of the space 
is occupied by food, a 
contrast to the DK where ft 
represents the bulk trf its 
revenues. Partly this was 
die nature of the stores It 
bought but it also reflects 

difficulties in sourcing 
good food supplies. 

But Tesco, which mainly 
operates large city 
supermarkets in itoeTJK, 
has announced ambitious 
plans to ihvest£8S0m in 
the region over the next 
three years by bnflding six 
out of town hypermarkets 



Tesco adapts to its market by setting tocafly-made goods vm> 


per year. 

It already owns two 
hypermarkets in Hungary 
and will open one in 
Prague and one in Brno 
this year, and another in 
Prague in 2000. Afterwards 
it expects to open two or 
three a year in the Czech 
Republic, with some 
conceived as mall 
developments, and hopes to 
doable current turnover by 
2000. 

“We rambled the fact 
that hypermarkets were 
working in the rest of 
Europe and that it Is the 
UK that is out of line," says 
Mr Brandon. 

“It is more likely that the 
Czech Republic will develop 
tike the rest of Europe. The 
development of shopping 
will be telescoped hoe and 
we are aiming straight for 
where the market is 
going." 

The Czech retail market 
remains highly fragmented 
with the top 10 retailers 
having about 11 per emit 
total market share and half 
of Czechs shopping in small 
stores. 

Foreign retailers only 
have 10 per cent of 
the market and unusually 
for the reman it is a 
Czech company, 
Unierhantakt, that is 
making the running with a 
6 per cent market share 
from its chains of small and 


medium-sized stores. 

This reflects the fact that 
the Czech Republic is 
lagging the other 
developing countries in 
central Europe in 
hypermarkets but foreign 
competition is hotting up. 
Globus of Germany and 
Interspar of Austria 
already operate 
hypermarkets and Royal 
Ahold of the Netherlands . 
and Carrefonr of France are 
boil ding stores. 

The market faces a period 
of rapid consolidation with 
foreign retailers carving up 
the hypermarket segment 
while domestic operators 
like Interkontakt remain 
significant in smaller 
stores. 

“It will he extremely 
competitive,” says Mr 
Brandon, admitting: “We 
are at a disadvantage not 
having hypermarkets at 
home.*’ 

Retail sales hare also 
suffered in the current 
depressed economic climate 
but Mr Brandon remains 
optimistic. “We are not 
getting the same rate of 
sales growth as we did 
when we first came,” he 
says. “Bnt we knew we'd 
have good and bad years 
and we'll roll with the 
punches.” 


Robert Anderson 
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The city has attracted Frttie foreign investment but there are hopes that investors win begin to focus on its geographical position vcu 

BRNO • by Robert Anderson 


Struggling to break free 


PROFILE 


Tractor maker’s drive 


over funds 



2Mor tractors are becoming increasingly sophisticated 


Second city tries 
to regain 
entrepreneurial 
culture of 
earlier times 

Brno, the country's bustling 
second city of 400.000 inhab- 
itants. is straining at its 
leash to be free from the 
dead hand of Prague's 
bureaucracy. 

Petr Bajer, the energetic 
head of the city's chamber of 
commerce, says: “The Euro- 
pean Union is a union of 
regions, but here all deci- 
sions are made in Prague. 

“The system in Europe is 
that government agencies go 
to the companies, but here 
the agencies wait to be 
approached.” 

Until now the city has 
only had the country's top 
courts and competition 
authority. But, as part of the 
preparations for EU entry, 
from 2000 it will be the cen- 
tre of a new administrative 
region. 


However, little has yet 
been done to clarify the 
regions' responsibilities or 
how their representatives 
will be chosen. 

In the meantime the cham- 
ber, which has a member- 
ship of more than 300 compa- 
nies, wants to turn itself into 
a region-wide organisation 
and has set up a regional 
development agency for 
south Moravia and created 
strong links with the Euro- 
pean Commission. 

Brno has always bad a 
more vigorous entrepreneur- 
ial culture than Prague. In 
the mid- 18 th century a tex- 
tile boom led to it being 
called the “Austrian Man- 
chester”. and when this 
faded in the late 19th cen- 
tury engineering took over. 

Since the Velvet Revolu- 
tion the traditional big engi- 
neering companies such as 
Zetor and Kralovopolska 
have struggled to restruc- 
ture. 

Zetor. which builds trac- 
tors. has halved its work- 
force to 5.000 in the past Eve 


years. But because the local 
economy is diverse unem- 
ployment is still low. though 
this will rise as the indus- 
trial shakeout continues. 

In place of the old indus- 
trial giants, hundreds of new 
service companies have 
sprung up. including one of 
the country’s rare home- 
grown successes, the busi- 
ness telecommunications 
provider GiTy. 

However, the city has 
not scored so well in attract- 
ing big foreign investors. 
ABB. the international engi- 
neering group, took over sev- 
eral companies but few have 
followed, partly because of 
the lack of good green field 
sites. 

To remedy this the local 
centre-right council is build- 
ing a technology park with 
Bo vis, the British construc- 
tion company, and has ambi- 
tious plans to develop a 100 - 
hectare site between the rail- 
way and the bus station. 

But there are no big sites 
it can offer free to foreign 
investors and private sites 


are difficult to find because 
of restitution claims over 
land expropriated under 
communism. 

The city is hoping that 
investors will focus on the 
advantages of its geographi- 
cal position, two and a half 
hours from Prague by motor- 
way, two hours from Vienna 
and one and a half hours 
from Bratislava. 

The motorway to the 
north is being continued to 
the Polish border and the 
BerUn-Vienna main railway 
line will be upgraded as part 
of the European high-speed 
network. 

The great lack, however, is 
international flight connec- 
tions as the local airport 
only runs daily flights to 
Zurich and Eindhoven. The 
council hopes that this will 
improve after the airport is 
privatised and it plans to 
establish a business zone 
nearby. 

One company that 
makes the most of the 
city's position is BVV. 
which runs the Brno inter- 


national exhibition fairs. 

“The fair is one of the big- 
gest advantages of Brno." 
says Mr Bajer. “It is a meet- 
ing place for west and east 
European companies." 

The fair, which is celebrat- 
ing its 7Uth anniversary this 
year, is the biggest in the 
country and one of the larg- 
est in the region. Last year 
43 fairs were held with 
500.000 sq m of exhibition 
space occupied - half the 
country's total - and attract- 
ing lm paying visitors. 

The fairs, at which BW 
estimates Kc7Qbn of business 
is conducted, used to act as a 
showpiece for communist 
industrial might, and the 
company is now once more 
targeting exhibitors from the 
former Soviet Union. 

“It was difficult for us 
after 1969 when the Soviet 
exhibitors disappeared.” 
says Jaromir Hazmuka. dep- 
uty general director. 

“We still have scope to 
expand there and this will 
back up our efforts to make 
the fair truly international.” 


stalled 

Zetor, one of central 
Europe’s largest tractor 
manufacturers, is a 
company in search of 
capital. 

Since the government 
took the first steps towards 
privatisation in 1993. the 
Zetor managers have done 
much to make the business 
more co mm erc i al and more 
efficient and switch from 
supplying the Communist 
bloc to exporting 95 per cent 
of output to hard currency 
customers. 

The sprawling site in Brno 
is littered with old buildings 
which are no longer used. 

Bat there are also signs of 
progress with new computer 
systems controlling 
production and a new 
assembly hall for firing 
tractor cabs and glossy new 
models which bear little 
resemblance to their 
Communist-era 
predecessors. 

Farther progress is being 
severely hampered by a 
shortage of funds. Even with 
the help of the state in 
writing off KfcSbn in debts, 
Zetor is undercapitalised, 
with just K£2£bn of capital 
on its books and Kc3bn in 
loans. It wants to spend 
another E£l.Sbn 
modernising its works and 
to finance more new models. 

The government, which 
owns 98 per cent, is 
negotiating to sell a 
controlling 34 per cent stake 
in Zetor to Motokov, a 
former state-owned trading 
company now in private 
hands which has long 
handled most of Zetor’s 
export sales. 

Bnt Motokov is not 
expected to have the 
resources to finance Zetor’s 
expansion. 

In the meantime, the 
company most rely on its 
own financial performance. 
Bnt, even though it has cat 
losses in recent years - from 
Kcl.6bn in 1996 to Kc387m 
last year - it is still trading 
in the red. It does not expect 
to reach break-even until 
next year. 

To start making enough 
profit to finance Investment, 


it needs to raise output and 
margins substantially. 
Tractor production has rises 
sharply from a low in 1993 
of 6.500 to 13,000 last year 
and a forecast 14,000 in 
1998. 

But the company 
estimates it would need to 
make 18.000-19,000 a year io 
make frill use of of capacity 
and maximise profits. 

It has cut costs mainly by 
reducing the payroll from 
more than 10,000 in Zetor’s 
Communist heyday to 4,800, 
including 1,500 jobs lost last 
year. 

Miroslav Polacek, the 
general director, says no 
more large-scale 
redundancies are planned 
but the plant could shed 
more jobs over time. The 
cuts have been made at a 
time of low unemployment, 
so many redundant workers 
have been able to find other 
jobs. 

But, with the jobless rate 
now rising in Brno as 
elsewhere, future cuts could 
bring social dislocation. “It 
wifi not be easy,” says Mr 
Polacek. 

Executives have also tried 
to improve productivity by 
tightening managerial 
control. The installation of a 
computer system into all 
aspects of the plant, 
including design, 
production, sales and 
financial control, is now 80 
per cent complete. 

Major components In the 


plant carry computerised 
docket slips along the 
assembly line, so that each 
can be instantly identified 
and correlated with a 
customer. The plant no 
longer makes to stock but to 
order, so waste of time and 
components is reduced. 

Mr Polacek says the 
average stock turnover has 
been cut from two months 
to about two weeks, a 
remarkable improvement by 
international standards. 
However, this streamlining 
has not been easy. 

For example, output of 
certain models has been hit 
in recent months by 
shortages in a new line of 
bonnet hoods, supplied by a 
component maker who has 
had technical problems In 
his factory. 

Meanwhile, the tractors 
have become increasingly 
sophisticated, particularly 

those aimed for developed 
country markets in North 
America and western 
Europe, while the 
production of low-cost 
models for developing 
countries continues. 

Uke-for-like, Zetor 
tractors are 15-20 per cent 
cheaper than those of top 
western makers such as 
Deere and A geo of the US. 
Bnt Mr Polacek says the 
company does not compete 
only on price. “We make 
quality tractors.” 

Stefan Wagstyi 
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Bonton 


Making a powerful beat 


Last October, Bonton, the 
leading Czech film and 
music company, was poised 
to launch the country's 
second, and only 
significant, initial public 
offering (IPO). The day 
before the issue Wall Street 
tumbled on the increasingly 
bad news from Asia. 

“We yanked it,” says 
Mick Hawk, the company’s 
American co-president “We 
wanted to keep our 
investors and we didn’t 
want our shares to drop 25 
percent" 

Instead the company, 
which the KMMOm issue 
valued at $85 m. has taken a 
$I5m loan from a private 
investment fond of its 
advisers, Morgan Stanley. 
This can be converted into 
shares when the company 
goes ahead this autumn 
with what will be a larger 
issue than first planned. 

The postponement was a 
rare setback for a company 
that has been first and 
largest in most things it 
has attempted since it was 
founded in 1990 by 
chairman Martin 
Kratocbvll, a jazz musician 
and friend of President 
Vaclav Havel. 

After building up capital 
by selling recordings at Mr 
Havel reading one of his 
plays, English language 
cassettes and a Rolling 
Stones album during: their 
tour to Prague, Bonton 
staked it all in 1991 on 
making the first 
privately-produced film in 
the former east bloc. Tank 
Battalion came up trumps 
and still holds the post-1989 
record for admissions. 

Using the film’s earnings, 
Bonton bought the state 
classical record label 
Snpraphon in 1993 for a 
paltry Ktl5m. The famous 
label, which has a back 
catalogue of 70,000 works, 
bad big debts and was In 
terrible shape but Bonton 
was able to sell the 
Japanese rights for frve 
times its initial purchase 
price. It then got rid of 
most of the stores, cut the 
workforce from 2,000 to 40, 
and revolutionised 
marketing and distribution. 

“Snpraphon doubled the 
size of the company.” says 
Mr Hawk. “Nowhere else in 
the world can you own an 
entire country's output for 
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45 years, ft is a cash cow, a 
money-making machine.” 

After a period of 
consolidation, Bonton 
raised $9zn through Credit 
Suisse First Boston In the 
country’s first significant 
private placement and then 
in 1996 baRt the first music 
megastore in central 
Europe on Wenceslas 
Square in Prague and 
opened (with a local 
partner) the first multiplex. 

Bonton fs now the largest 
film, music and video 
distributor and the biggest 
mnsfc producer and retailer 


«iflE0fltn dana 20% 


In the Czech Republic and 
Slovakia. 

In its next leap, Bonton 
last year forged three Joint 
ventures with foreign 
partners. It has linked op 
with Gaumont the French 
cinema company, to build 
six multiplexes in the Czech 
Republic and Slovakia. It 
sold half Its Bonton Radio 
station in Prague to Clear 
Channel Communications, 
the US radio operator, for' 
$lm and together they plan 

to buy more than iq radio 
stations in the Czech 
Republic and Slovakia. And 


it has put its mask: 
distribution business into a 
joint venture with Sony to 
become the country’s 
biggest music distributor. 

The postponement of the 
IPO has delayed Bouton’s 
ambitions to expand its 
megastores into Poland 
through a joint venture 
with Intercam, a local 
retailer, bnt the company is 
still going ahead with a 
range of other purchases 
from the Fun Radio chain 
in Slovakia and the Zlin 
film studio site, to a book 
publisher, a video company 
and a mail order clnb. 

Bonton ’s growth and 

ambitions are staggering 
bnt unlike many Czech 
businesses it has kept its 
focus and eqk»s numerous 
synergies between its 
production, distribution, 
retailing, projecting and 
broadcasting of film and 
music. 

It has also not 
over-extended itself with 
loans and has relied on 
cash-flow and Its private 
placement to fund growth. 

It has kept its independence 

- though even before the 
IPO 30 per cent of the 
shares are held by the 
private placement investors 

- and has become so 
dominant in the Czech 
Republic that foreign 
companies are queuing up 
to work with it 

Alter its IPO Bonton may 
eventually go one better 
and become central 
Europe’s first home-grown 
entertainment giant 


Robert Anderson 
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